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Whether you travel independently 
by car or rail, or by one of the 
Special Trains* organised by the 
principal Travel Agents, you will 
find that a holiday in 


Tel PANINY, 


is an inexpensive proposition. 


*15-17 day tours to the Lakes, Milan, 
Venice, Florence, Rome, Naples, Capri, etc. 
25} guineas absolutely inclusive. 


Special TOURIST RATE of 
EXCHANGE. 


HOTEL COUPONS 
at fixed inclusive rates. 


COUPONS for PETROL 
at reduced prices. 


50% to 70% REDUCTION IN | A VIEW OF THE HEAD OFFICE IN ROME 
RAILWAY FARES. CORSO UMBERTO |, 307 


BANCO DI ROMA: 


CAPITAL LIRE 200,000,000 
(fully paid) 


Write NOW to your Travel Agency; or to 
E.N.1.T., 38, Piccadilly, London, W.1 
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‘intment to the Directorate of the English, Scottish and Australian 
Bank was recently announced 





THE BANKER 


A Banker’s Diary 


IN the final days of August events were moving so 
swiftly that, whatever their outcome may be, further 
kaleidoscopic changes in the monetary 
situation are likely to have taken place by 
the time this appears. Thus there would 
be little point in doing more than 
place on record the principal repercussions of 
the crisis on the financial system up to the time of 
going to press. These can be summarized quite briefly. 
The most startling change of all, of course, was the 
raising of the Bank Rate on August 24 to 4 per cent. 
from the level of 2 per cent. at which it had stood ever 
since June 30, 1932—thus terminating the longest period 
of cheap money in our recorded history. The decision 
came as a thunderbolt to the discount market, where 
it is safe to say that not a single person had seriously 
considered the possibility of such a move. For some 
days previously bill rates had been kept down below 
[ per cent., notwithstanding the growing international 
tension, by extensive special buying of all maturities 
up to three months. Dealings in bills were suspended 
completely for some hours until the banks had fixed 
their new deposit rate of 2 per cent. and new rates for 
short mone} of 3 per cent. against bills, and, in some 
cases, 35 per cent. against bonds. When business was 
resumed three months’ bills were quoted at 3{ per cent. 
so that Bank Rate was immediately “ effective” at the 
new level. 


The End 
of Cheap 
Money 


On the following day there came a second sensational 
change in the abandonment by the Exchange Account 
of the dollar peg of 4.68} which had been 
held with great determination and success 
for many months. Even on the previous 
day the dollar rate was not allowed to waver for a single 
moment, though the maintenance of the pegged level 
undoubtedly cost the Exchange Account substantial 
quantities of gold. Pressure on sterling had_ been 
growing ever since the Mendelssohn failure (which 1s 
discussed later), partly on account of political fears, but 


Sterling 
Unpegged 
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partly as a result of speculation based on the view that 
sterling was over-valued at 4.68} and that the authorities 
would be forced to adjust the rate once the normal 
autumn pressure for payment of imports reached its 
peak. On August 25, when the Control withdrew from 
the market, sterling was not quoted at all for an hour 
after the opening. When dealings were resumed there 
were successive declines to a low point of 4.10 touched 
on August 28. Thereafter speculative covering brought 
a strong rally to 4.38 at the following day’s close. 
Meanwhile the price of gold shot up from 148s. 5d. to 
161s. on August 28, reacting to 157s. on the following 
day. Even these prices represented a heavy discount 
on the theoretical dollar parity, due to the enormous 
risks of arranging shipments to New York. Silver, which 
by August 19 had gradually recovered to 174d. from the 
low level of 163d. touched early in July, thereafter rose 
rapidly. Two successive jumps of a full penny raised 
the price to 20;;d. on August 25, but on succeeding days 
there was a moderate reaction. 


Ove striking illustration of the calm with which the public 
approached the crisis is to be seen in the decline of £4.3 

The Note Mullion in the note circulation shown by the 
Bank Return of August 23. By that date 
it was quite apparent that a severe crisis 
Was in prospect and preparations for special cash 
disbursements on measures of personal safety might 
have been expected to offset the reflux of holiday 
currency. In actual fact the circulation declined by 
almost as much as in the corresponding week last year. 
Earlier in the month, the holiday jump in the note 
circulation broke records in more than one way. The 
previous record of £509.3 million in December, 1937, 
was actually exceeded two weeks before the holiday 
peak was reached, with the unprecedented result that 
the circulation disclosed by the Bank Returns broke 
fresh high ground on three successive occasions. The 
actual holiday peak of £521.9 million on August 9 
represented a rise of £27.2 million from the June low, an 
increase of £17.2 million on the peak level Jast December,. 
and of £24.1 million on the 1938 August holiday peak.’ 
On this occasion, therefore, the Bank’s purchase of £20 
million of gold last month proved anything but a mere 
precautionary measure, for without that purchase the 


Zz 


Circulation 





_ THE BANKER 





reserve on August 9 would have been reduced as will be 
seen from the table below to little more than £5 million. 
ANALYSIS OF BANK RETURN 
£ million 

Note 
Circu- Total Total Public Bankers’ 
lation serve Securities Deposits Deposits Deposits 
July 26 .. 510°9 36: 136-0 154°1 26-0 QI*4 
Aug. 2... 520°6 5 140°6 149°0 23°3 89:6 
Qs. §2I°9 25° 142°3 149°4 35° S1I°7 
IO .. 512°4 35° I4I°I 157°9 27° 04°7 
io SBE ae SOD ; 129°7 150°8 2 g2°I 
From the statistical summary of the Bank of England, 
it appears that in June some £8.8 million of the increase 
in the note circulation had found its way into the banks’ 
till money holdings. Over the year, however, there has 
actually been a contraction in bank cash. The July 
purchase of gold, together with the addition of £8 million 
to the Bank’s holding of securities, did not suffice fully 
to offset the peak rise in the note circulation. Moreover, 
xankers’ deposits have been depleted by the abnormally 
high level of public deposits, which in the six weeks to 
August 16 averaged £27.7 million, or no less than £11.4 
million more than in the corresponding period of 1938. 
In the week to August 23 the Banking Department 
considerably decreased its holdings of securities, 
presumably by the sale of bills to the Exchange 
Account. Its total deposit liabilities thus fell to £1508 
million, or £8.1 million less than a year earlier, bankers’ 
deposits bearing more than the whole of the contraction. 


THE death of Dr. Fritz Mannheimer, senior partner of 
Mendelssohn and Co., Amsterdam, was _ followed 
immediately by the suspension of pay- 

a ments by that firm. For some months it 
Affair as been illiquid, owing to its failure to 
place the recent French Treasury issue. 

That issue consisted of 3 months’ bills with an option 
of 23 renewals. Since many holders of those bills were 
unwilling, owing to the international situation, to renew 
them, it became necessary to make provisions to meet 
heavy maturities on September 1. Conceivably this 
might have been possible had it not been for the death 
of Dr. Mannheimer. The figures of the provisional 
balance sheet of Mendelssohn and Co. do not disclose an 
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unduly large excess of liabilities over assets and liabilities 
are very widely spread. While London is practically 
unaffected, a large number of Dutch, Swiss, French, 
Belgian, American and other banks have commitments, 
most of which, however, are secured with a margin. 
Consequently there is no likelihood of unduly heavy 
losses Or excessive immobilizations for any individual 
creditor of the Amsterdam banking firm. Pending the 
publication of full details it is difficult to form a definite 
opinion whether, in the absence of an_ international 
political crisis, it would have been possible to save the 
situation until a further improvement in the French 
Government’s credit made it possible for the bank to 
place the French Treasury issue. However that may 
be, the failure of such an important banking house is 
deeply deplored in banking circles all over the world. 
Although the Amsterdam firm is of recent origin, its 
parent house had been for a long time the leading 
private bank of Germany, while the Amsterdam house 
has for years been at the head of almost every banking 
syndicate carrying. out large international credit 
operations on behalf of governments. 


THE largest movement shown by the clearing bank 
averages for July was a jump of £29.3 million in bills 
to £278.0 million. Although rather more 
, Bank than the normal seasonal expansion in that 
nvestments ee ~ , i 
ote month, this increase was entirely in accor- 
Again dance with expectations in view of the 
rapid expansion in the Treasury bill issue. 
More interesting were the further declines in investments 
and advances. As will be seen from the table below, 
investments declined—for the tenth month in succession 
—by a further £3.2 million, making a reduction of £36.1 
million on the year and of no less than £48.8 million 
from the September, 1938, peak. 

This further reduction in investments attracted the 
more attention as the “ liquid-assets ratio” has now been 
restored, thanks to the rapid recovery in the supply of 
bills; to 29.8 or 32.7 per cent., according as one includes 
or excludes the item “cheques in course of collection.” 
Another striking feature of the bank figures is the 
fact that notwithstanding the rapid expansion in the 
lreasury bill issue since March, deposits are still 

Z2 
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MONTHLY CLEARING BANK RETURNS 
£ million 
. Change on 
July, 1939 Month 
"9 ie 
1g me 
“oO aus kt 
5-0 +29°: 
°4 oe 
9 a 
34°¢ 
. ° 40 /O 
Cash Ratio .. adi res 10°49 —orIlI 
actually £69 million lower on the year. This decline 
is, of course, more than explained by the intervening 
loss of foreign deposits and there is no doubt that it 
masks a considerable expansion in the effective circula- 
tion of money, as the active domestic deposits have been 


largely substituted for these dormant foreign deposits. 
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Deposits 
Advances 
Investments 
Discounts 
Call Money 
Cash 


Bank Profits and Gilt-Edged Values 


By W. Manning Dacey 
W witteaa’ the deficit financing of rearmament 


will lead to inflation is perhaps still a matter of 

controversy. That it will lead to a substantial 
expansion in bank deposits is almost inevitable. (One 
says “almost” to allow for the possibility that further 
heavy losses of gold may continue to disguise the 
expansion in domestic deposits, and for the far more 
remote possibility that the amount needed will be raised 
entirely out of public subscriptions once a point of full 
employment has been reached.) 

It is tempting to argue that such an expansion must 
necessarily benefit both the banks and their share- 
holders. If it were simply a question of taking on 
additional assets, without any change occurring in the 
interest-rate structure, it is clear that this would be so. 
The important question is whether the self-same process 
by which the expansion is brought about will not inevit- 
ably bring with it a rise in interest rates.* There are, of 
course, those who believe that cheap money can be per- 
petuated indefinitely and under all circumstances simply 

* This was, of course, written before the raising of the Bank Rate 
on August 24. 
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by an appropriate credit policy and management. All 
that is necessary, it is argued, is for the requisite cash 
to be provided to enable the banks to take up additional 
Treasury bills and securities, and for funding policy to 
be aimed at preserving the conventional distribution 
between bank assets, so that the banks are not called 
upon to hold at any one time “too many” bills or “too 
many” securities relatively to their total assets. This, 
however, overlooks that once the point of full employ- 
ment is reached such an expansion of bank credit would 
be causing a rise in prices, which itself would tend to 
force up interest rates. Although the expansion in 
deposits means an increase in the total supply of liquid 
assets in the hands of the public, they could not be 
expected to relinquish these in exchange for Government 
securities at the same price as before if simultaneously a 
rise in prices was holding out the prospect of increased 
profits, together with capital appreciation, in equities.* 
It is true that if new issues by industrial companies were 
rigidly controlled the boom in equities would not deplete 
the total supply of monetary savings held by the public 
(except in so far as the sellers might be using the proceeds 
to finance losses). But in a generally inflationary situa- 
tion the public would necessarily prefer to hold com- 
modities and equities, which were appreciating, rather 
than claims to depreciating money. Inflation may post- 
pone a rise in existing rates but it cannot avert such a rise 
indefinitely. 

To be sure, rising interest-rates would necessarily 
benefit current earnings. For even if it were confined 
to the long-term rate this would mean a higher return 
on the additional investments taken up; while if short- 
term rates participate in the rise this increases the return 
on the other categories of assets also (advances, bills, etc.) 
without a corresponding rise in deposit rates, which 
would almost certainly lag behind. Unfortunately, 
rising interest-rates also imply a depreciation in the 


* It is sometimes argued that interest rates might be forced up 
also by an increased preference on the part of the public for liquid 
assets, for example to restore the real value of their cash balances 
(which would be reduced by the rise in prices) or on account of 
political uncertainty. To the extent that the velocity of circulation 
of deposits is damped down by such factors the inflation is reduced, 
so that they are not relevant to this particular discussion. 
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banks’ existing securities holdings. Thus any attempt to 
estimate the probable trend of earnings necessarily 
resolves itself into an attempt to estimate which of these 
two opposing influences—increased current earnings and 
depreciation in securities—would have a decisive effect 
on profits. 

On this vital question the experience of the banks 
during the war years is most instructive, though this is 
not to suggest that present and prospective conditions 
are at all identical with those of 1914-18. Banking 
trends during the war years are summed up in the 
following table, culled from the invaluable records of 
The Economist: 

(£ million) 

Loans 
and 
Discounts 

% i 

15° 115° 573°6 
23° 173°8 618°5 
300° 559°3 
280°5 650°8 
297°8 861°8 
340° I,163°4 


Capital 
June 30 and Deposits Cash 
Reserves 


Cash to Invest- 
Deposits ments 


IQT4 ... 70°6 751° 116: 
IQI5 ... 71° 947° 211° 
IGIO 2... 3° 992° 189: 
IQI7 ... 3 1,073° 193° 
IGIG ... 70° 3 I,355° 250° 
IQIG .«.. 95° I,701°9 341° 

* Including money at call and short notice. 


Ig: 
18: 
19° 
1g: 
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It will be seen that from 1914 to 1916, the rise in deposits 
was due chiefly to a jump in investments. This in turn 
resulted mainly from the banks’ subscriptions to the first 
War Loan of 1915, though partly to the fact that some 
of the banks classified Treasury bills as investments. 
Owing to the contraction in the supply of commercial 
bills the loans and discounts item actually declined on 
balance. From 1916 to 1918 the investments item in its 
turn declined slightly as War Loan was gradually 
absorbed by the public. Meanwhile, however, the in- 
flation of deposits was being carried farther by a rapid 
increase in loans and discounts, while the still more 
virulent inflation of 1919 caused a fresh spurt in invest- 
ments also. In the four years to 1918 deposits rose by 
80 per cent.; in 1919 alone they shot up a further 30 per 
cent. on the 1918 figure. 

Let us now see how the banks’ profit experience was 
affected by this rapid expansion in their resources. AS 
will be seen from the tables which follow, even current 
earnings were at first depressed by the shock of the out- 
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break of war, falling to £0,120,656 in 1914, but in 
succeeding years there was a continuous expansion to 
£12,578,524 in 1918. 


Per Cent. Invest- 
of Per Cent. ments De- 
Year Profits Resources Dividends of Profits preciation 
£ 4 £ 
1909 ws 7,453,626 gI 6,721,554 go 92,700 
1913 30 50i377,225 II3 6,938,720 67 2,487,535 
IQI4 ..» 9,120,656 94 6,697,295 72 I,190,g00 
IgI5 ... 9,828,732 86 6,288,456 64 3,647,007 
IgI6 ... 10,734,850 82 5,937,006 55 4,400,101 
1917 sce BEOS,477 73 5,915,733 40 224,000 
1918 sia 12,578,524 yp! 6,106,495 48 167,500 
Movement of 
Reserve Carry For- 
Year Funds Premises Staff ward 
£ £ £ £ 
1909) <3 ee 162,930 235,089 162,006 + 76,32 
1604 si sais 319,325 400,811 243,000 — _ 18,166 
1914... ... 112,000 317,200 109,728 + 693,533 
IQI5 ... a 20,100 132,500 40,687, — 300,618 
1916 ... oes 18,000 256,500 66,582 + 50,061 
chy a ws 3,354,500 417,500 284,000 +1,482,744 
1918 ... sss 4,247,900 747,000 740,I0I -+ 569,468 


Notwithstanding this 38 per cent. increase in profits, it 
will be observed that the sums disbursed in dividends 
actually fell from £6,697,295 in 1914 to £6,106,495 in 
1918, dipping meanwhile to no more than £5,915,733 
in 1917. In the earlier years almost the entire reason 
for this conservatism was the need for writing down in- 
vestments, which in 1916 required as much as £4,406, 101. 
By 1917 Consols had touched bottom at 55, and in that 
year only a minor sum was required for investments 
depreciation. But the banks deemed it prudent to add 
more than half of their current earnings to the reserve 
funds and carry-forward. 

Thus it is not surprising to find that bank shares 
slumped severely during the war years. The average 
dividend paid fell from 15.2 per cent. in 1914 to 13.8 per 
cent. in 1916, and in 1917 was only 13.9 per cent. When 
the average dividend recovered to 15.5 per cent. in 1918 
the benefit to share values was largely offset by a further 
rise to 6 per cent. in the average yield demanded. It was 
only in the first post-war year that the general level of 
prices once more regained its 1914 level. 
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COURSE OF BANK SHARES IN WAR YEARS 

Average %of Average Average Priceof % of 
Year Price 1909 Dividend Yield Consols 1909 

x 2. 
13 0 85 100 
9 748 88 
O 75 dS 
3 71 53 
6 55 63 
$ 3 5: 65 
Oo oO 5a 05 


io) Ioo bi 
Oo: g2 15° 
IGEA asi 3 05 15° 
RQES axe 57 I4° 
Oe 2 74 13° 
OR? cas d 75 13° 
BOIS xxi . 79 ee 
EQOIG. sx. 97 * ° 5: 65 

* The E conomist discontinued calculation of these figures. 
Average dividend of nineteen representative shares was 15 per cent., 
and the average yield on the shares {5 ros. 4d. 


I: 
I 
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This brief summary is sufficient to show that in 
certain circumstances the depreciation of securities may 
outweigh all other factors as a determinant of profits. 
It is not suggested that the immediate prospect is in any 
way comparable, unless an outbreak of war should 
occur. In 1914 the slump in gilt-edged was accentuated 
by a sharp rise in Bank Rate, while the banks were 
burdened with exceptionally heavy expenses. “The 
increase in salaries alone must have been enormous,” 
says The Economist, “for in addition to allowances made 
to members with the colours and to their dependents, 
temporary assistance had to be engaged on a large 
scale.”* On the other hand, the banks are now in certain 
respects more vulnerable to a depreciation of investments 
than they were in 1914. Even after the three-fold 
expansion during the war, investments in I9gI9Q repre 
sented only 19.3 per cent. of deposits, whereas to-day, 
notwithstanding the continuous decline since last Sep- 
tember, the proportion is still as high as 26.6 per cent. 
What is more important from the point of view of 
depreciation is the relationship between investments and 
capital and reserves. Here again the comparison is less 
favourable. In 1919 capital and reserves (thanks to 
conservative - dividend policies and large issues of 


* At the same time the high level of Bank. Rate ‘made a “consider- 
able contribution to the banks’ current earnings, for the margin 
between deposit rate and market rate widened from 15s. 3d. in 1914 
to {1 9s. 11d. in 1916, while the margin between deposit rate and 
the short-term rate jumped from 1s. 11d. to 18s. 4d. 
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new capital) represented 28.1 per cent. of investments, 
whereas to-day the corresponding ratio is only 23.3 per 
cent., having been allowed to dip as low as 20.4 per cent. 
when investments were at their peak in February, 1937. 

As in 1914, again, there can at present be no margin 
between book values and market values. Indeed, it is 
an open secret that a substantial proportion of the 
decline in the investments item shown by the monthly 
returns for the last ten months has been due, not to 
actual liquidation of securities, but to writing down in 
response to the fall in gilt-edged. At the same time, it 
would seem that the extent of the recent depreciation is 
liable to be exaggerated. For the outsider to form any 
conclusions at all on this subject is undoubtedly difficult 
and dangerous, but the following line of argument 
seems sufficiently well based to be worth putting forward 
tentatively. 

It seems reasonable to assume that at the end of 1931 
book values were at least in accordance with market 
values. There had been no appreciable net increase in 
portfolios for several years (the average for I93I was 
£300.8 million, against £286.4 million in, for example, 
1925). In any case banks do not allow book values to 
remain above market values. Since the index of fixed- 
interest securities at the end of 1931 was considerably 
below the present level, it seems that all we are concerned 
with is any depreciation on the large addition to the 
securities portfolio made during the cheap-money period. 
Let us now assume that any increase shown in invest- 
ments represents a current net purchase of securities and 
any decrease a current net sale (the validity of this 
assumption will be discussed later). By comparing the 
monthly returns with a monthly index of fixed-interest 
securities, it is then quite simple to obtain a rough guide 
as to the average price at which the recent acquisitions 
have been made.* 





- In principle the method is as Sain. If the monthly return 
shows an increase of {30 million in securities, the index for the month 
30 xX I00 


being 120, this is assumed to represent a purchase of 

120 
“units ’’ Gf stock, a unit being the quantity of stock obtainable for 
{1 million when the — is at par. A weighted average can then be 
made of the cost of these acquisitions. 
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For the period March, 1932, to September, 1938, this 
calculation indicates that the banks had taken on £331 
million of investments at an average price of 122.5. 
Since the level of the index in July was 117, this suggests 
a depreciation of no more than 43 per cent., i.e. of rather 
under £15 million for the banks as a whole. This is 
serious enough—it is equivalent to about eighteen 
months declared net profits of the Big Five—but it is no 
more than half of some informed estimates. 


It will, of course, be objected that the method em- 
ployed makes no allowance for the switching or jobbing 
operations in which some of the banks at any rate have 
been extremely active. This is perfectly true, but the 
effect of such operations is the reverse of that sometimes 
imagined. It is frequently assumed that if the banks, 
having bought securities at one price, sell them and buy 
in again at a higher level this must raise the average 
price. The market price paid for the final holding 
certainly will have been raised; but the average net cost 
of the securities to the banks themselves will be lower, 
since they will have secured the benefit of the apprecia- 
tion on the original holding. A simple arithmetical 
example will show clearly how this works. Suppose that 
the given data are: 

Investments Index of 
total gilt-edged 
£m. prices 

Period 1 au nil or ace 
I00 Gs Ioo 


130 as 150 


If it is assumed that the rise of £30 million in the third 
period represents a simple purchase at current prices, the 
inference is that the bank holds 120 units of stock 
acquired at a total cost of £130 million, an average price 
of 108.3. If on the other hand the increment of £30 
million is due to switching, the inference is that the bank 
retains 40 units of the original holding bought at 100, 
and holds 60 units bought at 150. The total price paid 
in the market for the too units is £130 million, but this 
is offset to the extent of £30 million by an investment 
reserve account representing the appreciation on that 








part of the original holding which was sold. It will, of 
course, be necessary to begin writing-down out of these 
investment reserves immediately prices fall below 150. 
But the securities operations will on balance have 
resulted in a net loss only when the price level falls 
below 100, instead of below 108.3 as on the alternative 
assumption. 

No doubt this sufficiently explains the disparity 
between the original calculation that the depreciation to 
date has been £15 million, and the market impression 
that actual bank liquidation since last September has not 
exceeded £20 million, which would imply some £30 
million of writing down. Paradoxically, it would seem 
that the heavier the writing-down has been, the more 
favourable is the earnings position. For the calculated 
depreciation of £15 million would represent a et drain 
on profits; whereas, to the extent that the banks were 
switching actively while prices were rising, they will have 
built up large investments reserves and be left with a 
smaller physical holding of securities acquired at a lower 
average net cost. On the other hand, it seems unlikely 
that jobbing profits have been sufficiently extensive to 
reduce the average price of the present holding from 
122.5 to 117. That is, it would be surprising if the recent 
depreciation has been met entirely out of specific invest- 
ments reserves created since 1932 and without any drain 
whatever on other reserves or current earnings. 

As to the future, the probable rate of expansion in 
deposits, the timing and extent of any rise in interest 
rates, are all so unpredictable that any forecast of profit 
trends would be hazardous in the extreme. It is perhaps 
worth pointing out, however, that once full employment 
is reached the exigencies of sound national finance must 
in some ways conflict with the banks’ narrower interests, 
which are oppused to any further rise in the long-term 
rate of interest. From the point of view of bank 
revenues the ideal solution, if inflation is to be 
prevented, would be a rise in short-term rates without 
any rise in long-term rates. Unfortunately this is ruled 
out by the fact that the public does not hold Treasury 
bills. In practice, short-term rates can rise significantly 
only if the banks are compelled to unload investments 
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on the public* in order to expand their money market 
assets—and that, of course, immediately transfers the 
pressure to the long rate. 


Pricing versus Rationing 
By Professor F. A. v. Hayek 


(Professor of Economics in the University of London) 

(In recent months THE BANKER has published several 
articles by writers who believe that it is only possible to 
organize a defence economy with the aid of far-reaching 
Government intervention in the economic system. 
Below we have pleasure in presenting the first of three 
articles by Professor Hayek representing the opposite 
point of view. Professor Hayek advocates reliance 
wpon the free movement in prices, even in wartime, as 
a guide to what is most urgently required and how it 
should be produced. A second ariicle next month will 
deal with the problem of the rate of interest.) 

N recent discussion of the problems of defence 
I economics, the planners have so far been allowed to 

have it very much their own way. It has been 
taken almost for granted that the only conceivable 
method of allocating resources for the arms programme 
is by an elaborate superstructure of Government 
controls—control of raw materials, control of imports, 
control of private consumption, control of the capital 
market, control of this, that and the other. For example, 
Mr. R. W. B. Clarke, writing in THE BANKER last 
month, suggested that: “ Obviously the change could 
not be carried through without Government inter- 
vention on a huge scale.” My object will be to show 
that this is not obvious at all, that indeed the planner's 
method may be the very reverse of efficient, since it 
scarcely touches the basic economic problem, which is 
not simply to put all the available resources to use but 
to combine them and distribute them between the 





* As distinct from the public departments. The authorities could, 
of course, confine the pressure to the short rate by absorbing the 
bank liquidation of investments. But this would involve a net 
increase in deposits, which in the assumed state of full employment it 
should be the aim of policy to avoid. Before that point there would 
naturally be no object in forcing up even the short-term rate. 
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various possible uses in such a way as to secure the 
maximum effect. Rationing and Government priorities 
may become necessary in particular instances; but if 
carried too far they are more likely to hamper and 
disorganize industry and actually to prevent an 
economic use of the available resources. 


When a great demand arises for new products or 
for additional quantities of old products, the new 
production will require particular materials and 
particular kinds of labour which will now become 
unusually scarce. Special alloys or highly elaborate 
machinery or very skilled labour which in the past 
have been used in various industries may now be 
urgently wanted in an industry of national importance. 
It will clearly be necessary that the other industries 
should now so far as possible dispense with their use 
and substitute other materials, machinery or labour for 
them. But not all industries can do so with equal ease. 
Nor will the costs to the economic system as a whole of 
replacing them by some substitute necessarily depend 
on the national importance of the products in whose 
manufacture the “scarce” factors were formerly 
employed. 


The required quantities of the urgently needed factor 
of production ought to be released from those uses in 
which they can be dispensed with at the least sacrifice 
of other necessary things. But this is just what will 
happen if the scarce factor rises in price, since pro- 
ducers will dispense with it precisely for those 
purposes where it costs least to do without it. To say 
that it “costs least” to do without it means that the 
least possible quantity of other resources is needed to 
replace the scarce material. And it must be realized 
that these other resources also will either be required 
for war purposes themselves, or can at least be used 
to take the place of yet other resources, which in this 
way will be set free to satisfy urgent demands. If the 
available resources are to yield the maximum result, 
therefore, the vital need is for some means of measuring 
costs. It is a common fallacy to assume that in the 
conduct of war everything is needed so urgently that cost 
does not matter. Yet when nearly all industry, 
directly or indirectly, serves war purposes, no particular 
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need (except perhaps of a purely momentary kind) can 
ever be so absolutely urgent and of so completely 
overriding a character that it will have to be satisfied 
“at all costs ”—because these costs mean that less will 
be available for other war purposes. The need of the 
aircraft industry for aluminium may be exceedingly 
urgent. But if to maintain some essential service 
aluminium would have to be replaced by very great 
quantities of magnesium metal (which, although less 
scarce, is also needed for war purposes), it might easily 
be wiser not to deprive the industry in question of the 
aluminium—the sort of consideration which cannot 
easily be fitted into a system of priorities. 

The general principle which underlies all this is 
plain enough. If we have to husband a given supply 
of resources we must never use a unit of factor A if the 
same effect can be obtained by a quantity of factor B, 
which in any other employment produces less than the 
unit of A, which it replaces here, would do. Let us 
suppose that in one of two industries an additional ton 
of tin would contribute to the product as much as 
five additional tons of copper, while in the other 
industry a ton of tin will add to the product only as 
much as three tons of copper. It will clearly be possible 
to increase the output of both industries—without 
giving them any more tin or copper—merely by 
substituting tin for copper in the first and copper for 
tin in the second industry. For a ton of tin contributes 
relatively more to the product of the first industry than 
the three tons of copper which would do the same 
work as a ton of tin in the second industry. And it will 
be possible to increase output in both industries, merely 
by swapping tin for copper in this way, until in both 
industries the quantities of tin and copper which make 
the same contribution to the product are the same. 

Now, what is true of two materials in two industries 
is equally true of all resources in all industries. To 
obtain the greatest possible output from industry as 
a whole the proportions in which the different resources 
are used in the various industries must be so adjusted 
that the relative quantities of these resources which add 
the same amount to the product of any industry are 
the same in all industries. The economist expresses 
this by saying that the (marginal) rates of substitution 











PRICING v. RATIONING 245 


between the various factors are made equal in all 
industries. In a competitive system with free markets 
this is brought about to a very high degree of perfection 
merely by each producer trying to reduce his costs 
as much as possible. If the market price of tin is five 
times that of copper, and if the producer can get at 
these prices any quantity of either metal he wants, he 
will never use a ton of tin if the same effect can be had 
by using less than five tons of copper, and vice versa. 
In this way the existence of free markets secures that 
the “rates of substitution” are made the same in all 
industries and thus that waste is avoided. 

A little consideration will show that a rise in price 
is incomparably more efficient a method of bringing 
forth additional supplies than alternative methods of 
achieving the same result. It must be admitted that if 
it is sought to obtain within a few days, regardless of 
cost, as much as possible of any given material the 
method of commandeering may be more efficient. But 
even in wartime it is rarely justifiable to think only of 
the effects in the shortest of periods without regard to 
the consequences. Where it is a question, not of a 
momentary emergency, but of obtaining the largest 
supplies over a period and at the least sacrifice of other 
production, the price mechanism is infinitely superior to 
any other method. AA rise of prices not only forces 
people to use the commodity sparingly in every possible 
use, including myriads of uses which the cleverest 
planner could scarcely think of. It also encourages 
the use of substitutes wherever such can be found, gives 
people an incentive to draw on their stocks and utilize 
scrap, and thus draws supplies from every nook and 
corner, engaging the ingenuity of all who have anything 
to do with the commodity to find means of economizing 
it with a thoroughness which no central regulation could 
possibly imitate.* 








* It will, of course, be clearly understood that I am not advocating 
a general rise in prices, that is, inflation. The basic assumption is 
that the national finances are so conducted as to set a definite limit 
to total monetary demand, on the one hand for civil consumption 
and on the other hand for defence purposes. The free interplay of 
supply and demand (within this fixed aggregate) will send up the 
price of those individual goods which are most urgently wanted. It 
is the effects of such changes in relative prices which I have been 
discussing. 
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What is no less important, the rise in price will also 
prevent the use of the scarce resource only where the 
cost of replacing it is not too great. It will not prevent 
the use of the scarce commodity in question where this 
would have to be replaced by some other factor which 
was even more urgently needed or where the money 
which people would have spent on that product will be 
used instead to demand something even more urgently 
needed for defence. 

Compare this now with the alternative method of 
allocating resources in war-time which is commonly 
believed to be preferable and more efficient. If a par- 
ticular commodity or factor of production is urgently 
needed for war purposes, its price is not to be allowed 
to rise to the point at which civilian demand has been 
reduced by the necessary amount. Instead, a govern- 
ment department is to decide how much of it—if any— 
particular industries are to be allowed. By this arbit- 
rary restriction of demand, the price is to be kept at a 
low figure at which on a free market demand would be 
much larger than supply.* Presumably industries would 
be classified according to the national importance of 
their products and after the direct government demand 
had been satisfied these various classes would be allo- 
cated, by some rough-and-ready method, certain quotas 
of their normal requirements. 


Such a scheme of rationing would not—and could 
not—take real account of the urgency of the various 
needs.t At the false prices that were being artificially 
maintained some “essential” industry might continue 
to use nearly as much of the scarce resource as before, 
although it could comparatively easily substitute some- 
thing else for it and would do so if it had to pay a higher 
price for it. On the other hand, some other industry, 


* It is worth remembering that to keep down the prices of 
precisely those things which are needed most urgently gives 
producers a direct incentive to switch over from the production of 
essential commodities to that of the less important goods whose prices 
are left free. This applies with particular force if prices in general are 
rising as a result of inflationary finance. 

+ See Mr. Clarke’s article in THE BANKER for August. 

+ The argument which follows does not necessarily apply to the 
rationing of essential foodstuffs, where special considerations apply 
which will be discussed later. 
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not classed as essential though allowed to remain in 
existence, being deprived of the scarce resource entirely, 
might have to substitute for it very large quantities of 
some other material. This, in turn, although not classi- 
fed as an essential material, might yet—in the larger 
quantities required—represent a much larger drain on 
the national resources than the comparatively small 
quantities of the carefully rationed factor. 

Consider now the position of one of the firms which 
is allocated a given quota of an “essential”’ material at 
a price kept artificially low. Obviously the firm cannot 
know whether, in using this commodity even though a 
comparatively cheap substitute is available, it is waste- 
fully using a very scarce asset. Such a decision could 
intelligently be made only if the relative prices of the two 
products showed what quantities of these goods would 
yield an equal product in other industries. As we have 
seen, however, the price of the rationed commodity will 
be quite artificial and therefore essentially different in 
character from the price of the second commodity as 
determined in a free market. 

If each firm calculates its costs in terms of the prices 
it actually pays, but has to use the various resources in 
the proportions which are allocated to it, these “costs” 
mean nothing whatever from a social point of view. 
Since prices of the factors no longer correspond to their 
relative productivities, they no longer tell us what we 
lose by using a particular factor in one place rather than 
another. 

Nor will the authority whose duty it is to do the 
rationing be in any better position. They, too, in 
deciding how much of one material to allow to one 
industry and how much to another will be deprived of 
all guidance, of all basis for any significant calculation. 
In the absence of true prices they, too, will almost cer- 
tainly use the false prices which will only mislead and 
be worse than nothing. It must be specially emphasized 
that our argument in no way assumes that the rationing 
authority will act stupidly. Even if it does all that is 
humanly possible the difficulty—indeed, the impos- 
sibility—of knowing how to act so as to safeguard effi- 
ciency will be the same. To decide in any particular 
case whether a particular industry ought to be allowed 
acertain quantity of a scarce raw material it would have 








THE BANKER 





to know all the alternative ways in which the products of 
the industry might be produced, and their costs. Thus 
to make a sensible decision would really involve repeat- 
ing and checking all the calculations of the individual 
entrepreneur. 

It will be sufficiently evident that rationing, if it is 
not to lead to grave waste, would involve little less than 
central planning of all production in every detail. Not 
only all the “scarce” resources but their substitutes as 
well would have to be planned and controlled by some 
central authority. If one thing has been definitely estab- 
lished with regard to a planned or socialist system, it is 
that to stop half-way will only destroy the efficiency of 
the competitive mechanism without realizing any of the 
supposed advantages of a planned system. Whatever 
one may think of the feasibility of a completely planned 
system as a long-run proposition, it seems scarcely pos- 
sible to doubt that the sort of improvized planned system 
that would develop during an emergency could only 
cause an all-round decline in efficiency. 

Thus it may be said with fair certainty, so far 
as its effect on industry is concerned, rationing and 
price fixing will inevitably cause inefficiency and 
waste of resources. It deprives industry of all basis 
of rational calculation. It throws the burden of 
securing economy on a bureaucracy which is neither 
equipped nor adequate in number for the task. 
Even worse, such a system would deprive even those in 
control of the whole economic machine of essential 
guides for their plans and reduce major decisions of 
policy and even strategy to little more than guesswork. 
So long as war claimed only a comparatively small por- 
tion of the economic resources of a country, one could 
more or less disregard the effect which the military de- 
mands might have on the efficiency of industry. The only 
effect of any disorganization caused was that the civilian 
population would be somewhat worse off. Under such 
conditions the man of single purpose who would get what 
he wanted and damn the consequences was the right 
person to look after the economic requirements of wat- 
fare. But under modern conditions, in which any 
increase in one kind of military supplies can be secured 
only at the sacrifice of some other military need, the 
nicely calculated less and more of economic calculation 
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becomes an essential condition of success. The authori- 
ties responsible for the supplies of the fighting forces 
must pay as close attention to relative prices and costs 
as industry itself. Even strategic decisions will be 
dependent, to an extent that is hardly yet understood, 
on purely economic considerations. How is the general 
staff to decide whether to order more tanks, or more air- 
craft, or more ammunition, unless it knows the relative 
cost of various additional quantities of these things? 

Warfare has indeed become an economic problem 
first and foremost and like all other economic problems 
this can be rationally solved only if based on exact 
reckoning. It is, of course, true that there are also 
problems of equity and problems of government finance 
involved which have not yet been considered. Would 
free prices not mean that the poorer people would 
have to go without necessaries while others were making 
enormous profits? Would they not mean that the 
government would in some instances have to pay quite 
extortionate prices and that the conduct of war would 
become correspondingly more expensive? Such 
questions as these will be considered in a later article. 
In the meantime, however, we must turn to yet another 
problem: the problem of the rate of interest in war and 
near-war conditions. This will be dealt with in the next 
article in this series. 


Australia’s New Credit Policy 


By H. R. Randerson 


ONTRARY to expectations and the experience of 
most other countries, Australia experienced 
comparatively little recession in the year ended 

last June. In February, 1939, the percentage of all 
available employment in New South Wales (which has 
the best employment statistics) was 93.3 per cent., or only 
slightly below the record post-depression level of 94.5 
In 1937-38. This is the more surprising because the 
balance of payments was adverse, export income being 
as much as £A. 15 million lower than in the previous 
year, and because the banking situation at the beginning 
of the year was strained by the previous year’s adverse 
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balance of payments.* The explanation is that the effects 
of these depressive factors, however, were warded off 
by the action of the Commonwealth Bank in placing the 
trading banks in a position to maintain advances and 
thus to support business activity and employment. This 
important change in policy is by far the outstanding 
feature of Australian banking in the year. Not only 
that, it may well mark the culminating point in the 
evolution of the central bank and the perfection of a 
sound trade-cycle-levelling policy in Australia—though 
on the other hand it may prove to have been only an 
emergency measure, doomed like many other good 
policies to be scrapped when the danger. passes. 
The following table gives figures for the past four 
years of Australian external trade, “interest payments 
on Commonwealth Government and local government 
bodies’ loans,” and finally the changes in London funds 
which are the net result of the foregoing movements 
and, in addition, of capital movements and some 
“invisible” items. It may be mentioned that in May, 
1938, a loan of £Stg. 7m. was raised in London, 
£Stg. 5m. of which was used by the Australian Govern- 
ment to redeem short-term debt held by the Common- 
wealth Bank. About £A. 3.6m. of this loan was not 
subscribed and credited to “London funds” until 
1938-39. In June of this year a loan of £Stg. 6m. was 
raised by the Commonwealth Government in London, 
but £A. 5m. of this issue will not appear in London funds 
until 1939-40. 
AUSTRALIAN BALANCE OF PAYMENTS ITEMS 
£A. million 
Change Level 

Year Balance Debt in of 

ended Exports|| Imports|| of Trade Servicef London London 
Funds  Fundst 
Og 57°9 
+31°2 89° 


(2) 


nun mn Ww 


~~ 


1936 133°6 104°7 +28-9 
1937 159° II3°5 + 40°2 
1938 154° 139°¢ +14°9 —I0: 78°4 
1939 139° 127°5 7 —13°5§ 04°9 
+ Interest on external debt of the Commonwealth and local bodies. 
+ Reduced from Commonwealth Bank’s figure of £78.4 million on 
June, 1938, and estimated decline of £13.5 million in 1938-9. 
§ Rough estimate. 
|| Including gold and silver. — 
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*Sce ‘Contrasting Policies in Australasia.”"—THE BANKER: 
January, 1939. 
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The estimate of London funds at £A. 64.9 million in 
June last means that even after two years’ adverse 
balances of payments, which reduced these sterling 
resources by about £A. 24.2 m., Australia had sufficient 
“London funds” to pay two years’ debt service, with 
an extra £A. Iom. in reserve. This was made possible, 
of course, by the conservation of London funds in earlier 
years when the balance of payments was favourable. 

Changes in Australia’s external position naturally 
affect the internal banking figures and for what follows 
it may be useful to describe the nature of these reactions. 
Exporters and others receiving payments from abroad, 
by selling their London funds to the trading banks, 
increase their deposits or reduce their overdrafts. The 
opposite effects follow from the purchase of London 
funds from the trading banks by importers and others 
(including governments) making payments abroad. 
Thus, a favourable balance of payments causes, on 
balance, a reduction in bank advances and an increase 
in bank deposits—hence a fall in the advances-to- 
deposits ratio and (because London funds have 
increased to the same extent as deposits) an improve- 
ment in the liquid-assets ratio. Conversely, an 
unfavourable balance of payments causes, on balance, 
an increase in bank advances (which in this case do not 
create deposits) and a reduction in deposits—hence an 
increase in the advances-to-deposits ratio and a decline 
(owing to the loss of London funds) in the liquid-assets 
ratio. Liquid assets in the case of the Australian banks 
— of cash in Australia, Treasury Bills and London 
unds. 

The effect on Australian cash reserves may be 
described as follows. If there is a favourable balance of 
payments and no action is taken to increase the 
advances-to-deposits ratio and to reduce London funds, 
cash in Australia will become depleted. If the balance 
is unfavourable, and action is not taken to reduce the 
advances-to-deposits ratio and to increase London funds, 
cash in Australia will become excessive. Generally, 
when “ London funds ” are increasing the trading banks 
will be selling some to the Commonwealth Bank in 
return for cash in Australia and when “ London funds ” 
are falling they will be buying “ London funds ” to hand 
to their customers, paying for them with Australian cash. 
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Let us examine as far as possible the effect of the 
adverse balances of payments 1937-38 and 1938-39 in 
the Australian banking aggregates set out below. 

AUSTRALIAN BANKING AGGREGATES 
(Based on Quarterly Averages—Nine Trading Banks) 
£A. million 
June Dec. June Dec. June 
Quarter, Quarter, Quarter, Quarter, Quarter, 
1937 1937 = 193819381939 
Deposits ay -- 312°0 312°9 319°3 316°8 = 33213 


J 





23°35 35° 30°5 
19°4 18- 25°0 
22°1 , 22°3 
284°1 
a 


Cash .. sa 
Treasury Bills 
Government Securities. . 
Advances 
Ratios 

Cash to Deposits 
Cash plus Treasury 

Bills to Deposits .. 20° 
Advances to Deposits 83: 
Fixed Deposits to 

Total Deposits .. 61°79 61°38 62-29 

As would be expected, the advances-to-deposits ratio 
rose from 83.25 per cent. in June, 1937, to 88.98 per cent. 
in June, 1938, and in the following year to 90.49 per cent. 
It will be observed that advances increased by 
£A. 24.4m. in 1937-38, and by £A. 6.7m. in 1938-39. In 
1937-38 additional “carry on” finance was needed on 
account of drought and in 1938-39 on account of damage 
caused by bush fires. As pointed out above, any 
increase in advances caused by the unfavourable 
balances of payments would not have resulted in 
corresponding increases in deposits; on the contrary, 
deposits would simultaneously be declining. In actual 
fact, we find increases in deposits of £A. 7.3 m. in 1937-38 
and of £A. 2m. in 1938-39. Consequently, in addition 
to the replacement of the £A. 24.2m. of credit cancelled 
by the adverse balance of payments in the two years, 
an extra £A. 9.3m. of deposits was provided. In this 
way, the economy was effectively insulated from 
external conditions. 

In addition to the £A. 31.1m. increase in advances, 
holdings of government securities were increased over 
the two years by £A. 5.7m. and Treasury bills scarcely 
changed. These results were achieved with a fall of only 
£A. 7.9m. in cash. In the first year, the cash-to-deposits 
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ratio fell from 12.29 per cent. to 10.50 per cent. and the 
ratio of cash plus Treasury bills from 20.34 per cent. to 
16.57 per cent. In the following year, although the cash 
to-deposits ratio fell from 10.5 per cent. to 9.48 per cent., 

the ratio of cash plus Treasury bills increased from 
16.57 per cent. to 17.27 per cent. Thus in the former 
period the trading banks appear to have met the situa 

tion almost solely from their own resources by allowing 
their cash position to deteriorate; in the latter, they were 
obviously assisted by the central bank. Let us next see 
how this assistance from the Commonwealth Bank was 
provided. 

In its Report for the year ended 31st December 
1938, the Commonwealth Bank state xd that during 
1930-37 and the early part of 1937-38 the Bank avoided 
““over- stimulating an already activ e economy” and 
aimed “to make possible expansive action in the future 
should the need arise.” It went on to say that, while 
from the beginning of 1938 activity was well sustained, 
there was danger that “declining export income might 
adversely affect internal conditions” and that conse 
quently the Board “directed the policy of the Bank 
towards aiding Governments in their defence and works 
programmes, at keeping the trading banks’ liquidity at 
a level which would permit them to satisfy the legitimate 
requirements of credit-worthy customers and at prevent 
ing any undue rise in interest rates. As part = its 
policy the Bank recently subscribed £6m. to the £72m. 
Commonwealth Conversion and De fence loan 

t is impossible to ascertain the exact amount of the 
Conimonwealth Bank’s expansion of cash bec ause_of 
the manner in which its accounts are set out.* But 
despite the impossibility of measuring its precise 

s not po ssib le as in England to take a figi ire of 
the Commonwealth Bank groups together 
ling deposits. In any case it would still 
extent of transactions in London funds between 
und the Commonwealth Bank. Further compli- 
ations arise from the fact that the Bank also holds the accounts of 
many savings banks, including the Commonwealth Savings Bank, an 
institution with assets of about {156 million. Savings banks 
in Australia control about 40 per cent. of the country’s bank deposits 
and their competition for deposits with the Commonwealth Bank will 
tend to offset any improvement in trading bank liquidity due to central 
Dank acti 
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extent, there is no doubt that the assistance given by the 
central bank has been, and, according to the statement 
of the Prime Minister at the recent Loan Council 
Meeting in June, is likely to be, considerable. Of far 
greater importance, because it has a bearing on future 
monetary policy, is the fact that the Commonwealth 
Bank has now unequivocally subscribed to the principle 
of Australian monetary management, whose adoption its 
critics have urged for many years, and which was 
expressed by the 1937 Banking Commission* as 
follows :— 

“The Commonwealth Bank should make its 
chief consideration the reduction of fluctuations in 
general economic activity in Australia, thereby 
maintaining such stability of internal conditions as 
is consistent with the change which is necessary if 
economic progress is to take place. . . . Expansion 
of credit is appropriate when it is required to raise 
the level of business activity and employment, and 
contraction when it is required to prevent the 
development of boom conditions which are likely to 
end in depression.” 

“As part of this policy,” the Commission declared, 
“the exchange rate would generally be kept stable.” 
They admitted that the policy was less precise than 
the policy of “stability of exchange,” which was recom- 
mended in evidence by the economist of the Common- 
wealth Bank, but added that they considered that the 
“idea underlying it is of fundamentally greater 
importance.” It is clear that a policy of “stability of 
exchange” might imply adherence to the familiar 
exchange standard technique, whereby credit would be 
regulated internally by contracting spending power when 
export income was falling and by liberating spending 
power when export receipts were rising. The more 
modern policy endorsed by the Banking Commission 
is based on a realistic appreciation of the difficulties of 
cost deflation and the fact that under the old-fashioned 
method imports are in practice reduced, unless wages 
and other costs are flexible, by people becoming 
unemployed and buying fewer imports. 


* Paragraphs 523-527 of Report of the Royal Commission on 
Monetary and Banking Systems, 1937. 








Since the depression the Commonwealth Bank has 
carried out the more difficult task of conserving 
“London funds” in years of favourable balances of 
payments, and now, for the first time, it is showing that 
it has overcome its earlier inhibitions and is now 
prepared to carry out the more pleasant task of 
preventing external forces from causing depression. 
There need be no fear that it will go to extremes in this 
direction. Already it has circulated a memorandum, 
submitted to the Federal Government last March, in 
which considerable stress is laid upon the necessity to 
maintain London funds, and by inference to maintain 
the exchange rate. Admittedly this memorandum fails 
to point out that the exchange rate represents a 
relationship between Australian currency and other 
currencies, in particular sterling, and that Australia is 
not by any means exceeding the credit expansion of 
other countries, including Great Britain. 

It might be expected that, as the result of recent 
increases in advances and of the advances-to-deposits 
ratio, the net profits of the Australian banks would be 
showing a marked increase, and that therefore dividend 
payments would be rising. In 1928, according to the 
Banking Commission’s Report* the rate of dividend on 
ordinary capital reached a post-war peak of 11.94 per 
cent. In that year advances amounted to £2273m., and 
the advances-to-deposits ratio stood at 83.4 per cent. In 
1938 advances stood at £284m. and the advances-to- 
deposits ratio at 89.79 per cent., but the range of divi- 


* The first two columns of the following table are taken from its 
Report : — 
Margin Between 
Dividends as Net Interest 
% of Ordinary Earnings and Advances as 
Capital Cost of Deposits Advances % of Deposits 
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In 1937 and 1938 dividends appear to have averaged about 63 per 
cent. of ordinary capital. 
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dends was only from m per cent. to 8 per cent., or if 
a centenary bonus for one bank is considered, 9 per cent, 
A rough average, taking some account of capital, would 
be about 63 per cent. on ordinary capital for 1938. 
Figures of net profits and dividends recently published 
show no very great increase in 1939, as will be seen 
from the following table :— 
A ’ ; 1937 1938 1939 
Commercial Bank of Australia (June) 

Profits 247,435 

Dividends 68% 
National Bank of Australasia (March) 

Profits 325,626 347,401 351,245 

Dividends 53%  « 
Queensland National Bank (June) 

Profits 74,820 79,170 81,692 

Dividends 44%, 44%, 4807 


One reason why Australian banks are not earning the 
same profits as in 1928 is that the “net interest” earned 
by the banks—that is, the margin between interest 
receipts from advances and the cost of their deposits— 
has not returned to former levels. A careful examina- 
tion by the Banking Commission gave a “ net interest” 
figure of 3.25 per cent. in 1928 and 3.65 per cent. in 
1930. From “the latter level it was reduced to 2.15 per 
cent. in 1932, in the depth of the depression, and 
gradually recovered to 2.84 per cent. by 1936. It is 
most unlikely that it has since increased much above 
this. Further factors limiting the “net profits” and 
dividends of the banks have been the replenishment of 
reserves used during the depression and _ possibly 
during the recent drought and bush fires. Nevertheless, 
the Australian banks are now in a very strong position. 

As to the future, the volume of Australian goods for 
export is rising from the drought-reduced levels of 
1937-38 and the trend of export prices is upward; 
imports are unlikely, despite further rearmament 
imports, to increase commensurately because the 
expansion of home industries in recent years is now 
enabling some imports to be replaced by home 
production. All these factors, together with the addition 
of about £A. 5m. from the loan floated in London in 
June, 1939, should by June, 1940, increase “London 
funds” from their present ample level. 
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M. Reynaud’s Achievement 
By Paul Einzig 


NE important reason why we in Great Britain are 
C) in a position to view this year’s international 

political crisis with greater confidence than that 
of last year is because in the meantime France has 
experienced a spectacular financial recovery. Had war 
broken out in September, 1938, it would have found 
French finances in a thoroughly disorderly state. From 
the time M. Paul Reynaud left the Finance Ministry 
in 1931 until the moment he resumed his office in 
November, 1938, French finances had been drifting from 
bad to worse. A whole series of devaluations proved 
unable to bring about any fundamental improvement 
and French capital continued to leave the country. The 
gold reserve was declining rapidly and the Treasury 
found it increasingly difficult to raise the funds necessary 
for national defence. The efforts of the Finance 
Ministers who succeeded one another during recent years 
failed to bring the budgetary deficit under control. 
There was an intense feeling of distrust which would 
have resulted in chaotic conditions had war broken out 
last year. 

The French financial situation now presents a 
totally different picture. In the meantime an admirable 
work of consolidation has been carried through. 
Admittedly, there is still a large budgetary deficit, but 
that is inevitable owing to the growing requirements of 
national defence. Nevertheless, thanks to M. Reynaud’s 
fiscal policy since November, 1938, the deficit is now 
under control, and the ordinary Budget at any rate, as 
distinct from the National Defence Budget, is now 
balanced. What is even more important, the Treasury 
no longer finds it difficult to borrow the funds required 
for rearmament expenditure. The scarcity of funds 
which had characterized the French money market and 
capital market ever since 1933 has given way to a 
temarkable plethora, thanks to the repatriation and 
dishoarding of large amounts of capital. This repatria- 
tion was accompanied by a spectacular increase in the 
technical strength of the franc. France now owns the 
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second largest gold reserve in the world, the amount of 
her gold reserve having risen above that of Great 
Britain some time during the spring of this year. The 
franc is considered to be entirely above suspicion. While 
even six months ago most people considered its 
stabilization as purely temporary, there is no longer any 
talk about its possible depreciation in relation to sterling. 
Above all, the spirit of the French nation has undergone 
a change. This fact was indicated by the uninterrupted 
repatriation of capital in spite of the growing menace of 
a European war and by the willingness of the working 
classes to put up with longer hours in the interest of 
national defence. This change in the moral of the 
French nation may be regarded as one of the modern 
miracles. 

This admirable recovery in France must be 
attributed almost entirely to the Finance Minister, 
M. Paul Reynaud. The decrees he issued in November, 
1938, constituted the turning-point in French financial 
history and even French political history. He assumed 
office with an unequalled record of having always been 
right in his judgment on the French financial position 
and his name consequently inspired confidence. 
Moreover, he is one of the very few French politicians 
who command the respect of the Parties of the Right 
as well as the Parties of the Left. The former regard 
him as the leading opponent of drastic anti-capitalist 
measures, such as exchange restrictions or a capital levy, 
while the latter welcome his advent to the office of 
Finance Minister owing to his advocacy in the past of a 
sensible monetary policy, and even more owing to his 
foreign policy, which favours resistance to Nazi 
aggression. It was due to this unequalled prestige that 
his drastic measures were accepted by all classes with 
the minimum of opposition. 

The experience of the months that followed his 
appointment amply justified the favourable anticipations 
with which it was received. Within the brief space of 
eight months he converted France from a country on 
the verge of bankruptcy and chaos into a first-rate 
financial power. Never since 1931 has French financial 
prestige stood so high. And her political prestige has 
increased simultaneously with her financial recovery. 
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The warmongers in Berlin can no longer reckon on 
French financial weakness as one of the weakest spots 
in the armoury of the democratic countries. On the 
contrary, France is now in a position to assist financially 
her weaker allies. A loan of £23 million has, in fact, 
just been granted to Poland. Twelve months ago 
France would have been a financial liability to a 
democratic alliance; to-day she is one of the great 
financial mainstays of the Peace Bloc. 

The announcement that Mendelssohn and Co. had 
suspended payments gave rise to widespread fears, 
mostly outside France, that this event might reverse the 
spectacular financial recovery witnessed in France since 
November, 1938. These fears were based on the close 
relations between M. Paul Reynaud and Dr. Mann- 
heimer, whose death brought to a head the difficulties 
of Mendelssohn and Co. Undoubtedly, Dr. Mannheimer 
and his financial group were very helpful to M. Reynaud, 
especially in enabling him to convert the French external 
floating debt. Notwithstanding this, it is clearly absurd 
to suggest that the difficulties of the Amsterdam banking 
house should in any way affect the remarkable results 
achieved by M. Reynaud since he became Finance 
Minister last year. 

The French Treasury’s position is not materially 
affected by the failure of Mendelssohn and Co. to place 
the French Six Year Bonds, which was the main cause 
of the difficulties of that firm. As far as the Treasury 
is concerned, the deal was concluded and carried out 
before the suspension. It is under no legal or moral 
obligation to support the market in those bonds. From 
a practical point of view it may decide to do so, in order 
to prevent an unduly heavy fall in its bonds, since such 
a fall would react, as a result of arbitrage operations, 
upon the Paris market in Government securities. If 
support were given, the Treasury might lose a certain 
amount of foreign exchange and some of its cash surplus. 
Nevertheless, there is no reason to believe that the 
amount would be large. In existing conditions, the 
Treasury could well afford to take up the whole of the 
issue concerned, and will certainly not suffer much 
cma through having to take up some part of 
it. 
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Those who have suggested that the Mendelssohn 
incident might reverse or arrest the course of recovery 
overlook the truly fundamental nature of the change 
that has taken place in France during recent months, 
The Treasury’s liquidity was only due to a small extent 
to Dr. Mannheimer’s operations. To an incomparably 
larger extent it was due to the return of confidence, 
leading to a persistent repatriation of French capital. 
The return of confidence was not due to any noteworthy 
extent to the result of the Mendelssohn operations, even 
though they secured a fairly substantial saving on the 
cost of the public debt. It was due, for the most part, 
to the economic, political and moral regeneration of 
France achieved by M. Reynaud. 

Admittedly, there was a danger that M. Reynaud’s 
enemies might make political capital out of the Mendels- 
sohn crisis. As M. Reynaud is largely responsible for 
the firm foreign policy adopted by M. Daladier, those 
in favour of unconditional surrender to the dictators 
would like to remove him or weaken his immense 
prestige, and the Mendelssohn affair provided them with 
an opportunity for doing so. Fortunately the pre- 
dominant majority of the French nation and even of 
French politicians realized that it would be an unpardon- 
able offence against the national security to try to 
undermine M. Reynaud’s position. Moreover, every 
right-thinking man must realize that it would be a gross 
injustice to attack M. Reynaud in connection with the 
Mendelssohn affair. After all, he struck a favourable 
bargain with Mendelssohn & Co., and as a result of his 
personal friendship with Dr. Mannheimer he effected a 
saving of many millions of francs for the French tax- 
payer. The feeble attempts to discredit him on the part 
of his opponents within and outside France failed to 
meet with any response in the predominant majority of 
the French newspapers and among the French public. 
Those who indulged in wishful thinking by imagining 
that the Mendelssohn affair would lead to a set-back in 
France’s financial recovery and to the downfall of 
France’s greatest living statesman have to realize by now 
that they were mistaken. M. Paul Reynaud continues 
to enjoy his well-earned prestige and his position in 
French politics is as strong as ever. 
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Mechanization in the Payment 


of Dividends 
By C. Ralph Curtis, 


M.Sc.(Econ.), F.C.1.S., F.1.B. 


UCH thought has been given to the problem of 
M reducing the cost of making dividend payments 
while at the same time speeding up the process 
without any loss of accuracy. While the great majority 
of shareholders no doubt seldom stop to think of the cost 
of the process whereby their dividend warrant reaches 
their hands, the banks both as paying agents for the pay- 
ment of coupons on bearer shares and as the bankers of 
firms which pay dividends upon their registered shares, 
know only too well the trouble and cost involved in this 
process. Inside the firm which is making the payment the 
trouble and work is still greater, especially when the list 
of shareholders is a long one. Thanks to a new develop- 
ment in machine accountancy, however, an important 
simplification of procedure has been made possible, and 
the object of this article is to explain in detail the nature 
of this improved system. 

It may be recalled that with a handwritten system 
the minimum number of processes involved is something 
like the following : 

1. A list of shareholders has to be extracted from the 
share register, containing the number of shares held by 
each person, and taking especial note of instructions 
which the shareholder may have given with regard to 
the payment of the dividends to a third party—most 
probably a bank—for his account. 

2. The gross dividend has to be calculated by multi- 
plying the number of shares held by the gross rate per 
cent. of the dividend. 

3. Income-tax at the standard rate has to be 
calculated on the amount of the gross dividend. 

4. The tax thus calculated has to be deducted from 
the gross dividend, leaving the net dividend, which is 
the amount payable to the shareholder. 
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5. A dividend warrant has to be made out for each 
shareholder. There is a statutory obligation on the part 
of the company to give the particulars as to the tax 
deducted together with a certificate signed by the secre- 
tary to the effect that the tax so deducted will be 
accounted for to the authorities. This certificate will be 
required by shareholders whose income is entirely 
derived from tax-deducted sources, but whose total 
income is such that they are entitled to some allowances, 
The certificate in question will in this case be needed as 
a basis for a claim for repayment. It is usual, therefore, 
for the dividend warrant to be in two parts, separated 
by a line of perforation. On the first part will be the 
details enumerated above as to the holding, the gross 
dividend, the tax deducted, and the net amount due, 
whilst at the foot the certificate mentioned will usually 
be printed. The other half of the dividend warrant will 
be in the form of a cheque drawn on the company’s 
bankers, usually on a special dividend account, in 
favour of the shareholder, for the net amount due. 

6. The next step is to call back the dividend warrants 
against the dividend lists, taking especial care to see that 
the words and figures on the warrant agree. It will be 
realized that whilst there would soon be a protest from a 
shareholder if a dividend were paid short, not all share- 
holders could be relied upon to draw the company’s 
attention to the fact that they had been overpaid. The 
process of obtaining the repayment of any amounts so 
overpaid is likely to be a long and troublesome one. 

7. This brings us to the next point in the process, 
namely, that the dividend list will have to be cast in 
order to make sure if the total sum being paid out is 
equal to the total authorized net dividend. Where 
shareholdings are individually small, this last step in the 
process is likely to present some problems on account of 
the fact that it is frequently impossible to subdivide the 
net dividend exactly between the individual share- 
holders. They may thus receive a fraction of a penny 
each too much in order to make up a round amount of 
pence, in which case the total dividend paid out will 
exceed the amount sanctioned by several pounds if the 
list is a long one. On the other hand, if they are paid 
a fraction of a penny too little there will be a profit on 
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the dividend account to offset some at least of the costs 
involved in the payment out of the dividend. 

To speak of a handwritten system is, of course, to 
quote an extreme case. In actual fact most of the pro- 
cesses have now been mechanized and many of the 
calculations enumerated above are now done automati- 
cally. For some time, however, the cheque part of the 
dividend warrant has presented some difficulties. It has 
been found possible to reproduce the “ figures” part of 
this warrant automatically, leaving the words to be 
added in by hand. If this is done, a visual check of the 
words against the figures has been found necessary for 
each warrant. Another system has been to produce the 
cheque part of the warrant on some form of protecto- 
graph whereby words and figures are reproduced auto- 
matically in a form which makes alteration difficult. If 
this is done, then, the protectograph being quite separate 
from the machine accounting, either the words or the 
figures will have to be called back from the dividend list. 
It is only quite recently that the National Cash Register 
Company has provided a complete solution of the prob- 
lem by inventing a machine which will carry out all 
parts of the work automatically, including the printing of 
the amount in words. If the list of shareholders is a 
long one the share registers can be divided into several 
parts and a machine operator can then be allotted to 
each part and can work direct from the register on to 
his machine. If this is done the sole preparation neces- 
sary will be for a series of blank dividend warrants to be 
run through an addressograph machine in order that the 
names and addresses can be printed thereon. It is to 
be presumed that the necessary addressograph plates 
will have been prepared in advance, one for each share- 
holder, and that such plates will have been kept up to 
date with all the information as to the addresses to which 
payments have to be made. 

The dividend list will be contained in the machine, 
on the right-hand side, as can be seen from the illustra- 
tion on p. 264, whilst the relative dividend warrant is 
placed on a flat-bed table on the left. If the amount of 
the holding of shares is now set up on the number keys, 
and control key number four depressed, the dividend 
warrant is automatically injected into the machine, and 
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at the same time the amount of the holding is automati- 
cally printed in two places—on the left-hand half of the 
dividend warrant and in the first column of the dividend 
list. Next the gross amount of the dividend is set up on 
the keyboard and control key number three depressed. 
This information, too, will be reproduced in two places 
as before. The amount of the tax is next set up in exactly 
the same way on control key two. The calculation of 
the gross dividend and of the tax will have been done by 
means of charts which will have been worked out in 
advance, and which will show the gross dividend and the 
tax for each unit or run of units of shareholdings. Once 
the gross dividend and the tax have been printed no fur- 
ther amounts are set up on the keyboard but control key 
one is now depressed. This results in the tax being 
deducted automatically from the gross dividend and the 
resultant difference, the net amount, is automatically 
printed out. Actually the depression of control key 
number one will cause the printing mechanism to print 
in twelve different places. The net amount is printed in 
figures on both parts of the dividend warrant, the 
amount iz words is printed in the six places provided on 
the cheque part of the warrant, the number of the war- 
rant is printed on the warrant and in the relative column 
on the dividend list, and finally the net amount is printed 
in the last column of that list. At the end of the run, 
totals can be taken of all the amounts entered on the 
control keys one to four, and these totals will print at the 
foot of the four relevant columns of the dividend list. 
The machine is, however, capable of accumulating 
and calculating in many more than four registers. In 
cases where there are, say, four different kinds of share- 
holdings—deferred, ordinary, first preference and 
second preference—a set of four control keys can be put 
on the machine for each type of shareholding, and 
separate totals will thus be obtainable for each. In the 
writer's experience this machine is the only one of its 
type which can carry through the whole work automati- 
cally in this fashion, although it is probable that where 
the list of shareholders is very large indeed the same 
work can be done with the aid of the punched card. 
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Matters of Law 
By Maurice Megrah 


Irrevocable Agreement to Pay—Whether Promissory 

Note 

HETHER a letter, written in confirmation of 

\W/ an irrevocable undertaking to pay, amounted 

to a promissory note, either under the Bills 

of Exchange Act, 1882, or the Stamp Act, 1891, and was 

void for want of stamp, was the question decided by 

Du Parcgq, L.J., in Wirth v. Weigel Leygonie & Co. Ltd. 
([1939] 3 All E.R. 712). 

The plaintiff had undertaken to finance an export 
and import merchant named Kischner, on the under- 
standing that the latter obtained what was called a 
“ guarantee ” of a credit-worthy forwarding agent that he 
would repay the moneys advanced, together with the 
profit which it was agreed the plaintiff should receive 
for his part in the arrangement. The defendants 
consented to act and their undertaking was contained 
in a letter, of the relevant part of which the following 
is a translation: 

Reference ... We confirm herewith that we 
undertake to pay irrevocably the sum of £... toyou 
or into your banking account on . . . in respect of 
the above reference. 

For a time things seemed to have proceeded satis- 
factorily, but then Kischner failed to place the 
defendants in funds and the latter repudiated their 
liability to the plaintiff. They did so on three grounds: 
first, that the plaintiff was in partnership with Kischner 
and, therefore, must suffer for his default; secondly, 
that the instruments by which they had bound 
themselves were promissory notes and that as these were 
not stamped, they were not available for any purpose; 
third, that, in the alternative, the instruments were 
guarantees and did not amount to a_ sufficient 
memorandum within the Statute of Frauds. 

Du Parcq, L.J., refused to regard Wirth as in 
partnership with Kischner. 

“The mere fact that a lender is remunerated by 
interest on his money, which varies with the profit, 
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so that he gets a share of the profits, does not of 
itself make him a partner... Wirth was not 
risking his capital in Kischner’s business at all, and 
there was not a contract in writing signed by the 
parties thereto to satisfy the Partnership Act, 1890, 
s. 2 (3) (d).” 

He held, moreover, that there was no holding-out as 

a partner. 

He refused, further, to hold that the instruments 
were either promissory notes or guarantees. By s. 83 (1) 
of the Bills of Exchange Act, 1882, 

A promissory note is an unconditional promise 
in writing made by one person to another, signed 
by the maker engaging to pay, on demand or at 
a fixed or determinable future time, a sum certain 
in money; 

and by the Stamp Act, 1801, s. 33, 

(1) For the purposes of this Act the expression 
“promissory note” includes any document or 
writing (except a bank note) containing a promise to 
pay any sum of money. 

(2) A note promising the payment of any sum 
of money out of any particular fund which may or 
may not be available, or upon any condition or 
contingency which may or may not be performed 
or happen, is to be deemed a promissory for that 
sum of money. 

By s. 38 (1) of the Stamp Act, 1891, 

any person who issues, indorses, transfers, 
negotiates, presents for payment, or pays any bill 
of exchange or promissory note liable to duty and 
not being duly stamped shall incur a fine of ten 
pounds, and the person who takes . . . any such 
bill or note . . . shall not be entitled . . . to make 
the same available for any purpose whatever. 
Lordship thought 

“That I ought first to ask myself whether or not 
these documents are promissory notes so far as the 
common law meaning or definition in the Bills of 
Exchange Act, 1882, is concerned, and then whether 
or not, if they are not, the Stamp Act, 1891, includes 
them, and I have come to the conclusion that I 
ought not to hold that these are promissory notes. 
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I doubt whether a promise to pay to a man or some- 
body else, who may be his creditor or debtor, is 
a. promissory note” (the letters undertook to pay 
either to the plaintiff or to his banking account). 

He thought, moreover, that Guaranty Trust Co. of 

New York v. Hannay ([1918] 1 K.B. 43) was not on all 

fours. An instrument which has the appearance of a 

bill of exchange is none the less a bill of exchange 

because it bears on its face an indication of the account 
to be charged (s. 3 (3)).. And His Lordship felt himself 
entitled to look at the documents. 

fe further found that the letters did not amount to 

a promise to be answerable for the debt, default or 

miscarriage of another. He held that they required to 

be stamped as agreements with a 6d. stamp, and the 
plaintiffs undertook to procure them to be so stamped 
and to pay the appropriate penalty. 


Construction of “ Securities” in Will 

A rigid construction of the term “securities” as 
found in a will was brought out in the judgment of 
Crossman, J., in Re Smithers, Watts v. Smithers and 
Others ([1939] 3 All E.R. 689). A testatrix bequeathed 
to her son Bernard ‘“ When my securities have been 
converted into cash, two-thirds of the proceeds. To my 
son Harry Otway Smithers £500. To my son Leonard 
Smithers the remainder of my money.” 

Two questions arose: the meaning of “securities”; 
and the meaning of “ the remainder of my money.” The 
estate in stocks and shares consisted of Victory Bonds, 
Lever Brothers stock, Alexandria Engineering Works 
bearer shares, Canada stock and New Zealand stock. 
His Lordship held the first and last two to be 
“securities” as they were government debts secured by 
government revenues. With regard to the other two, he 
could not find that they were securities. Quoting 
Viscount Cave in Singer v. Williams ([1921] 1 A.C. 41), 
as follows: 


‘ 


the normal meaning of the word 
“securities” is not open to doubt. The word 
denotes a debt or claim, the payment of which is in 
some way secured. The security would generally 
consist of a right to resort to some fund or property 
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for payment; but I am not prepared to say that 
other forms of security (such as personal guarantee) 
are excluded. In each case, however, where the 
word is used in its normal sense, some form of 
secured liability is postulated. No doubt the 
meaning of the word may be enlarged by an 
interpretation clause contained in a statute . . . or 
the context may show, as in certain cases relating 
to the construction of wills ... that the word is 
used to denote, in addition to securities in the 
ordinary sense, other investments such as stocks or 
shares. But, in the absence of any such aid to 
interpretation, I think it clear that the word 
“securities” must be construed in the sense above 
defined, and accordingly does not include shares or 
stock in a company. 

he was unable “ to find here sufficient context to construe 
‘my securities’ as meaning anything other than 
securities in the strict sense of the term.” He held, 
further, that “the remainder of my money” was not 
limited to the remainder of the proceeds of the realiza- 
tion of the securities of the testatrix. 


Property in Joint Deposit 


In Kelner v. Kelner ([ 1939] 3 All E.R. 957), a father, 
in contemplation of his daughter’s marriage, had placed 
the sum of £1,000 to a deposit account in the names of 
himself, his daughter and his prospective son-in-law, 
the deposit to become the property of the last two on 
their marriage, but to revert to the father if they did not 
marry. The marriage took place and the father duly 
withdrew his name from the account, leaving it in the 
joint names of his daughter and son-in-law. Later the 
marriage was dissolved on the ground of the son-in-law’s 
desertion, and the daughter thereon claimed the whole 
of the balance as her sole property. 

Mr. Registrar Long, who first tried the issue, found 
that the gift was an absolute to the parties jointly and 
that consequently the husband was entitled to half of 
the balance. He distinguished Joseph v. Joseph ([1909] 
P. 217). Sir Boyd Merriman, P., agreed. Under the 
Married Women’s Property Act, 1882, s. 17, he said, 

“ After whatever enquiries the court may think 
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it necessary to make, the question remains: Whose 
property is this? Is it the husband’s or is it the 
wife’s, or does it belong to them both jointly? It 
is wholly different from the procedure for variation 
of settlement which can be invoked on dissolution of 
marriage. ... The registrar has found that there is 
no escape from holding that each is entitled to half. 
In the course of the argument it became abundantly 
clear that the registrar was right, and that there was 
no escape from this conclusion . . . The suggestion 
that he was bound to find the other way on the 
authority of Joseph v. Joseph is based on a complete 
misconception of what that case decided... it 
differs from the present case in that the marriage 
had been annulled.” 


Heritable Securities in Scotland (2) 


By C. J. Shimmins 


ROM the banker’s point of view the great dis- 
iz advantage of a bond and disposition in security, 

as was shown last month, is that the security is 
unavailable for advances made after the registration of 
the disposition. This can, however, be avoided by the 
opening of a special account for the amount of the loan 
to be kept inoperative except as regards any payments in 
permanent reduction of the advance. Methods of 
overcoming the difficulty which have been of practical 
utility to the banking community were also devised by 
the Debts Securities (Scotland) Act of 1856. The Statute 
provides that the owner of heritable property desiring to 
pledge it in security of cash credits, although granted or 
arising posterior to infeftment, may dispone the subjects 
to a banker or other creditor, provided :— 

“ That the principal and interest which may become 
due upon such cash accounts or credits shall be limited 
to a certain definite sum to be specified in the security, 
such definite sum not exceeding the amount of the 
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principal sum and three years’ interest thereon at the 
rate of five per cent.” 

The deed is in the form of an ordinary bond of 
credit (a document that is now superseded by the 
simpler letter of guarantee—though the latter can never 
have certain of the advantages possessed by a bond of 
credit), with the addition of a disposition of the subjects. 
This method of security has certain advantages 
compared with an ex facie absolute disposition, e.g., the 
creditor is not liable for feu duty or owners’ rates. An 
inhibition (a method of legal diligence peculiar to 
Scotland) does not prevent operations on a cash credit 
secured on heritages. 


Ex FACIE ABSOLUTE DISPOSITION 


This further form of security is the one most 
commonly adopted to-day. It is certainly the best 
method where future advances to the debtor are 
contemplated. The deed is in absolute terms, conveying 
the subjects heritably and irredeemably to the creditor. 
The creditor may administer as owner, sell the subjects, 
collect rents, grant leases, remove tenants, and so on. 
The disposition is qualified by a back bond or back 
letter which states that the disposition, although in 
absolute terms, is in effect granted in security only, while 
the terms under which the subjects may be reconveyed 
are set out. It is essential that the back letter be not 
recorded, otherwise the security is available only for 
sums advanced to the date of registration. The 
disposition is in the usual terms, the consideration being 
stated as “for certain onerous causes and considera- 
tions,” which attracts a fixed stamp duty of 1fos.; 
while the back letter is stamped at the rate of 2s. 6d. 
per cent. on the amount to be advanced, although the 
Stamp Act permits of successive stamping to cover 
increased advances. , 

The advantages of this method of obtaining heritable 
security are :— 

I. There is no limit to the amount of advances 
which may be covered at present or in the future, 
whereas the cash credit bond is limited to a definite 
sum. 
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2. The method of selling the subjects is simple 
and inexpensive, and may take the form of private 
sale. 

3. The creditor can hold the subjects for all 
indebtedness of the debtor until notice of a subsequent 
assignment of the property is received. This was 
clearly set out in what is one of the best-known banking 
decisions and one which followed the principles of 
English Law, namely National Bank of Scotland 
Limited v. Union Bank of Scotland Limited 1886 14 R 
(H.L.)1. The facts were as follows. The National 
Bank held an absolute disposition, granted by a lady 
for the obligations of a firm. Later this lady, who in 
the ordinary case would have a reversionary interest in 
the subjects, granted another disposition to the Union 
Bank, which duly intimated this disposition to the 
National Bank. Thereafter both banks made advances 
on the security of the heritable subjects. The firm fell 
on evil days and in the resulting bankruptcy proceedings 
the question of the security of each of the banks became 
as is usual in these cases, of paramount importance. 
The Court decided—before a final decision was reached 
the case went to the House of Lords—that the security 
of the National Bank was limited to the amount of the 
advances outstanding at the date of the intimation of 
the subsequent disposition. 

Like the majority of banking securities, the method 
also has certain disadvantages :— 

t. The lender has not the same rights as a heritable 
creditor, e.g. the diligence of poinding the ground. 

2. A heritable creditor is by statute entitled to 
eject a proprietor who is in possession of the subjects, 
but these provisions do not apply to an absolute 
disposition, although there are other remedies. 

3. The lender is liable for feu duty to the superior 
and other obligations of a proprietor. 

In an interesting case, Clydesdale Bank Limited v. 
M’Intyre, 1909, 1 S.L.T. 501, the position of a bank 
under an absolute disposition was examined. In this 
case the bank was infeft under an absolute disposition, 
qualified by a back letter which was not recorded until 
after their debtor had become bankrupt. The bank 
had to pay the feu duties and having failed to sell the 
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subjects raised an action against the debtor to get rid 
of their liability. It was held that the bankrupt, 
although he had obtained his discharge, was bound to 
accept a reconveyance of the subjects. At a later date 
it is proposed to deal with the remedies of a creditor 
under a heritable bond. 


Obituary 


Mr. James Ashton 


Australian banking loses one of its most notable 
figures by the death of the Hon. James Ashton, chairman 
of the Commercial Banking Company of Sydney and 
a former New South Wales Minister. Mr. Ashton’s 
ability and versatility were fully illustrated in his varied 
career. Leaving school at the age of only ten years, he 
was apprenticed to a printing office, later becoming the 
owner of two newspapers. He also took up agriculture 
and in 1894 became a member of State Legislative 
Assembly, being appointed Minister for Lands in New 
South Wales ten years later. Resigning in 1907, he was 
appointed Honorary Minister with a seat in the Legis- 
lative Council, which he retained until 1934. While in 
Parliament Mr. Ashton actually qualified as a barrister, 
although he already possessed a remunerative connec- 
tion as a land agent. He was chairman of the Mutual 
Life and Citizens Assurance Company, of the Permanent 
Trustee Company of New South Wales and also of 
Anthony Hordern and Sons, Limited, as well as of the 
Commercial Banking Company of Sydney, and he took 
an active part on many committees connected with the 
Australian wool industry. 


It is perhaps not generally known that he was the 
father of the four well-known polo players who have 
often played as a team in England as the “ Ashton 
Brothers.” 
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Sir Charles Gordon 


The death occurred last month at the age of 71 of 
Sir Charles Blair Gordon, president and member of the 
executive committee of the board of the Bank of 
Montreal. His extensive Canadian business interests 
included directorships of the Canadian Pacific Railway 
Company, Consolidated Mining and Smelting Company 
of Canada, Dominion Steel and Coal Corporation, 
United States Rubber Company, and the presidencies of 
the Dominion Glass Company and the Dominion Textile 
Company. 

During the Great War Sir Charles rendered 
important services as vice-chairman of the Imperial 
Munitions Board, Ottawa, in 1916, and as Representative 
of the Minister of Munitions and Director General of War 
Supplies for Great Britain at Washington in 1917. 



















Mr. G. H. Chattaway 


The death is announced of Mr. George Herbert 
Chattaway, the secretary of Lloyds Bank. Mr. Chatta- 
way was born in 1885 and entered the bank’s branch 
at Birmingham in 1903, becoming assistant secretary in 
1924 and secretary in 1929. 

For the past 18 years Mr. Chattaway was secretary 
of the bank’s staff Provident and Insurance and Widows’ 
and Orphans’ Funds, and had recently been elected to 
a seat on the council of the Chartered Institute of 
Secretaries. He was also a director of the Herga Lawn 
Tennis Club, of which he was formerly chairman. 












Appointments and Retirements 





Bank of Greece 


M. K. Varvaressos, hitherto deputy-governor of the 
Bank of Greece, has been appointed governor 
succession to the late M. John Drossopoulos. 












APPOINTMENTS 





B. W. Blydenstein and Co. 
Mr. August Philips has been admitted as a partner. 


British Linen Bank 


At Glasgow Office, Mr. J. L. Carnie, chief clerk, who 
signs “ pro manager” at that office, has been appointed 
accountant. Mr. Carnie is succeeded by Mr. J. Winton, 
head of the Foreign Department at Glasgow Office, 
whose authority to sign “pro manager” will continue. 
Mr. W. M. Watson has been appointed head of the 
Foreign Department and will continue to sign “pro 
manager.” Mr. James Russell has been appointed to 
sign official documents “pro manager” at Glasgow 
Office. 

Mr. W. F. Rhind, agent at Polmont branch, has 
retired and is succeeded by Mr. W. W. King, teller at 
that branch. 


English, Scottish & Australian Bank 


As briefly announced in our last issue, the Rt. Hon. 
Lord Huntingfield, K.C.M.G., K. (G.) St. J. in the peerage 
of Ireland and a baronet of Great Britain, has been 
appointed to the board. Born in Queensland, Australia, 
in 1883, Lord Huntingfield succeeded in 1915 to the 
barony created in 1796, and is the 5th baron. He was 
Parliamentary Private Secretary (unpaid) to the 
Parliamentary Under Secretary of State, Home Office, 
from 1926-27 and to the President of the Board of Trade 
from 1927-28. He was Governor of Victoria from 
1934-39 and became Acting Governor-General of 
Australia in 1938. 


Hungarian Commercial Bank of Pest 

Mr. Lewis Walk6 has been elected a director and 
chairman in place of the late Mr. John Teleszky. 
Lloyds Bank 


Mr. C. A. Seagrove, from Leytonstone, has been 
appointed an inspector in the Chief Inspector’s 
Department at Head Office. 


cc 
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Mr. E. W. Glynne Jones, from Bold Street, Liverpool, 
has been appointed manager of Beaumaris branch. 

Mr. W. E. K. Bryant, from Slough, has been 
appointed manager of Dunstable branch. 

Mr. A. W. Campbell, from Berkhamsted, succeeds 
Mr. G. H. Evans as manager of Henley-on-Thames 
branch on Mr. Evans’ retirement on account of ill-health. 

Mr. D. P. Smith, from West Drayton, has been 
appointed manager of Leytonstone branch, E. 

On Mr. A. R. Thomas’ retirement after 43 years’ 
service, Mr. S. Marjason, from Dunstable, has been 
appointed manager of Sleaford branch. 

Mr. G. Richardson, from Temple Row, Birmingham, 
has been appointed manager of South Shields (also High 
Shields) branch on the retirement of Mr. W. A. Mowitt 
after 45 years’ service. 

Mr. L. W. Bristo has been appointed manager of 
South Woodford branch, E. 

Mr. H. D. Luck, hitherto an inspector, has been 
appointed assistant manager of Temple Row branch, 
Birmingham. 

Mr. J. M. W. Nisbet has been appointed sub-manager 
of the bank’s branch in Calcutta. 




























Martins Bank 


Mr. J. R. Branscombe, hitherto manager of Sitting- 
bourne branch, has been appointed an assistant manager 
of Cocks Biddulph branch, London. 

Mr. W. H. Kinghorn, hitherto manager of East- 
bourne branch, succeeds Mr. R. B. Thompson as 
manager of Bromley branch. Mr. Thompson has been 
appointed manager of the new branch which has been 
opened at Ipswich. 















National Bank of Greece 


M. Alexander Korizis, a former deputy-governor and 
Minister of Health in General Metaxa’s Government, has 
been elected governor in the place of the late M. John 
Drossopoulos. M. M. J. Arvantis, Minister of National 
Economy, has been appointed deputy-governor and 
M. Manzavinos a joint deputy-governor. 
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National Bank of Scotland 

Mr. J. G. Rutherford, joint agent at Biggar branch 
and Broughton sub-branch, has been appointed joint 
agent at Cupar Fife branch, in association with Mr. 
D. S. Fraser, Mr. J. C. Wilson and Mr. I. W. McInnes. 
Mr. A. Foster is now sole agent at Biggar and Broughton. 


Queensland National Bank 


Mr. J. G. Simon has joined the London board of the 
Queensland National Bank. 


Royal Bank of Canada 

Mr. W. F. Angus has been appointed vice-president 
of the bank to fill the vacancy caused by the death of 
Mr. Julian C. Smith. Mr. S. G. Dobson has been 
appointed a director of the bank and member of the 
Executive Committee. 


Royal Bank of Ireland 


Mr. A. H. S. Orpen has been appointed a director, 
replacing the late Mr. D. R. Mack. 


Royal Bank of Scotland 


Mr. J. A. Drexel has been appointed a local director 
of the Royal Bank of Scotland, Western branch, 
Burlington Gardens, London. 


Union Bank of Scotland 


Mr. J. McBean, agent at Hillhead branch, Glasgow, 
has retired and is succeeded by Mr. T. S. Robertson of 
Foreign Department, Head Office, Glasgow. 

Mr. M. A. Campbell has been authorized to sign 
official documents “ pro foreign manager.” 


Williams Deacon’s Bank 
Sir William Crawford Currie, chairman and a 
managing director of the Peninsular and Oriental Steam 
Navigation Company and of the British India Steam 
Navigation Company, and a director of several other 
companies, has been elected to the board. 
cc 2 
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Yorkshire Penny Bank 
Mr. Ernest Clough, assistant general manager, has 
retired after 49 years’ service and is succeeded by Mr. 
E. H. Ruston, branch controller, Leeds. 


New Branches 


Commercial Bank of Australia 

A branch of the bank has been opened at Martin 
Place (corner of Castlereagh Street), Sydney, New South 
Wales. 


Martins Bank 
A new branch office has been opened at 11, The 
Butter Market, Ipswich. 


Midland Bank 

A new branch has been opened at 155, High Street, 
Berkhamsted, Herts, under the management of Mr. 
C. H. Webb, sub-manager of Tring branch, which will 
continue to be under his supervision. 


Westminster Bank 

The business hitherto conducted at 6, The Broadway, 
Dudley, has been transferred to new and larger premises 
at 2607, Castle Street, Dudley. 


The Trust of Insurance Shares announces that Martins Bank 
Limited will take over the Trusteeship of the Trust of Bank Shares 
from the Equity & Law Life Assurance Society. 

This change has been made the occasion for certain modifications 
and improvements in the Trust Deed. The Trust of Bank Shares 
is a member of the ‘‘ Bank-Insurance ’’ Group of Unit Trusts, whose 
invested funds exceed £13,000,000. 

Other Trusts in the Group, and their Trustees, are: 

Trust of Insurance Shares—Williams Deacon’s Bank Ltd.; Trust 
of Bank & Insurance Shares—Midland Bank Executor & Trustee Co., 
Ltd.; Scottish Bank Insurance & Investment Trusts Units—Royal 
Bank of Scotland; Investment-Trust-Units—Lloyds Bank Ltd.; The 
Cornhill Trust—Midland Bank Executor & Trustee Co., Ltd. 











Correspondent 


Banks 


A CENTURY’S accumulated experience and con- 
servative progress have qualified the Westminster Bank to 
offer its characteristic services as a London correspondent 


to foreign and colonial business establishments. 


ITS BRANCHES form a wide network extending over 
the whole country, and the services of the entire system 
are available to clients abroad, so that with a minimum 
of formality and delay, arrangements can be made for 
the payment of Drafts, Letters of Credit, or Cheques, in 
any part of the British Isles. 


CONVERSELY, with a few unimportant exceptions, 
there is no country in the world possessing a marketable 
currency in which the Westminster Bank does not main- 
tain current accounts, through which it can effect world- 


wide transfers of funds with the utmost dispatch. 


THE FOREIGN EXCHANGE DEPARTMENT 
is kept in direct touch with the market by means of a 
private telephone exchange of a highly modernized type, 
which ensures that no order or inquiry from abroad is 


held up on account of the congestion of business. 


BANKS OR MERCHANT HOUSES wishing to 
establish a London connexion are invited to communicate 
with the Manager 


WESTMINSTER BANK 


LIMITED 
Foreign Branch Office: 41 Lothbury, London, E.C.2 


= 
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Books 


STATE BANKS FOR INDIA. Being a Study of State Banks 
and Land Mortgage Credit Institutions in 
Australia, New Zealand, South Africa and the 
United States of America, with suggestions for 
establishing similar Banks in India. By Dr. 
ANWAR IQBAL QuRESHI. With an introduction by 
Professor A. G. B. FisHer. (London, 1939: 
Macmillan & Co., Ltd. 12s. 6d. net.) 


THE theme of this book is a plan for improving the 
welfare of the Indian ryot population by setting up a 
system of State banks to dispense agricultural credit. 
Nobody could deny that such a problem exists. As 
long ago as 1890, India’s first Industrial Conference drew 
attention to the striking contrast, on the one hand 
between the hoards of unused capital stored in the vaults 
of the exchange banks and the high premium com- 
manded by Government securities, and on the other 
hand the utter paralysis of industry in rural India due 
to the poverty of the native population. “It would 
appear,’ the Conference concludes, “as if some im- 
penetrable barrier intercepted the overflow of wealth and 
barred the channels of communication between the 
reservoirs of capital and the parched fields of industry 
dried up for the want of the wealth-bearing and fertili- 
zing moisture.” Such criticisms have been echoed 
repeatedly during the last fifty years, yet the problem 
still remains unsolved and its very persistence shows 
that the solution cannot be so easy as some reformers 
would have us believe. For this reason it is to be 
regretted that Dr. Qureshi does not give a fuller descrip- 
tion of existing rural credit institutions and a more 
detailed explanation of their comparative failure. 

Instead, he proceeds, after an introductory chapter, to 
a fairly detailed survey of agricultural credit institutions 
and savings banks in Australia, New Zealand, South 
Africa and the United States of America. Although 
descriptive rather than critical, this section contains a 
considerable amount of information which is not only 
valuable in itself but also provides a background for the 
examination of a plan suited to India’s needs. The par- 
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ticular solution which Dr. Qureshi advocates is the 
creation of State banks on a provincial basis, each with 
a wide network of branches. Although he describes 
these as State banks, Dr. Qureshi would give these banks 
a measure of freedom from political interference by 
having them organized as public utility corporations. 

Few would quarrel with this suggestion, but it may 
be doubted whether this form of organization is as free 
from disadvantages as is popularly supposed. These 
State banks would not only provide long- and medium- 
term credit to agriculture and industry but also carry 
on an ordinary commercial banking business. Here is 
mixed banking with a vengeance, but Dr. Qureshi 
stresses the convenience and economy of having both 
functions performed by a single institution and disarms 
criticism by proposing that the State banks should keep 
their land mortgage business entirely distinct from their 
general banking business. The land mortgage depart- 
ment would take over the existing co-operative land 
mortgage banks and obtain funds for its advances by 
the issue of long-term debentures. On the side of 
general banking, however, no mention is made of any 
arrangement for taking over existing banks, either indi- 
genous or foreign, and the State banks would apparently 
have to compete for deposits with well-entrenched insti- 
tutions. Hence, in the present stage of India’s economic 
development, it might well be a long time before the 
banking departments of the State banks paid their way. 

Having gone so far, indeed, towards a State-directed 
banking system one wonders why Dr. Qureshi has not 
taken the further step of merging the indigenous banks 
into his scheme. No doubt he feels that the scheme is 
already big enough in its conception. For all that, the 
case which the author makes out for it has on the whole 
a convincing air, even though one may differ on 
questions of detail. Unfortunately the book is marred 
by a number of errors, both grammatical and typo- 
graphical. Apart from such minor defects, the book is 
well worth reading as an interesting contribution to one 
of India’s most urgent problems, and also as a survey 
of agricultural banking as it exists in other parts of the 


world. S.R.C. 
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THE GOLD STANDARD IN THEORY AND PRACTICE. By R. G. 
HawtTrey. 4th Revised and Enlarged Edition. 
(London, 1939: Longmans, Green & Co. 7s. 6d. 
net.) 

Mr. HAwtTrREyY’s book has come to be regarded as one 
of the classics of monetary literature. Its revision is 
therefore a welcome event. The book was originally 
composed of four lectures delivered in the Institute of 
Bankers in 1926 and its new editions in 1931 and 1933 
contained additional chapters added to the original 
material. The present edition, however, revises the 
whole material and seeks to make it accessible to the 
general reader. 

One interesting suggestion which Mr. Hawtrey puts 
forward is that in certain circumstances the use of 
sterling acceptance credit facilities by foreign merchants 
becomes restricted by the necessity of covering against 
the risk of an appreciation of sterling. He believes that 
the granting of large acceptance credits tends to result 
in a one-sided buying pressure on forward sterling; this 
tends to give rise to a premium on forward sterling which 
increases the cost of acceptance credits. There is no 
doubt that occasionally such a situation may arise, 
especially when an appreciation of sterling is anticipated 
and when many foreign holders of sterling balances 
prefer to refrain from covering the exchange by selling 
sterling forward. Apart from such periods, however, 
the chances are that selling of forward sterling by 
foreign holders of balances in London and buying of 
forward sterling by foreign debtors of London provide 
the counterpart for each other to a reasonable degree. 
Mr. Hawtrey thinks that the reduction of acceptance 
business since 1931 confirms his theory. In reality this 
reduction was largely a result of the reluctance of the 
banks to grant credits and also of the contraction in the 
volume of foreign trade and the adoption of trade and 
exchange restrictions in a large number of countries. 
In any case, more often than not forward sterling has 
been at a discount since 1931 and this should on Mr. 
Hawtrey’s showing have encouraged the use of sterling 
acceptance facilities rather than discouraged it. 
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VisIToRS’ GUIDE TO BRITISH INCOME Tax. By H. C. G. 
SLATER, A.C.I.S. (London: Gee & Co., Ltd. 6, 
Kirby Street, E.C.1. 7s. 6d. net.) 

BAFFLING enough to the permanent resident, the 
British income-tax law must be bewilderment itself to 
the casual visitor to our shores who cannot even be 
sure whether and to what extent he falls within its 
purview. Mr. Slater is to be complimented on providing 
in a little booklet of only 84 pages a simple and reliable 
guide to the main problems confronting this not 
unimportant class of income-tax payer, which may 
include officers of our own forces and of the Indian 
colonial services, Indian Army and Government 
officials, students, members of theatrical and other 
professions, as well as the visitor pure and simple. How 
long can a person remain here without becoming 
liable to income-tax? Would the purchase of a house 
in this country constitute the owner a resident? If 
the visitor is liable to tax, would this be levied on the 
whole of his income or on that part of it arising within 
the United Kingdom or only upon remittances to this 
country out of income arising abroad, and, if the latter, 
on remittances during what period? These are the sort 
of questions to which Mr. Slater gives the clearest and 
most lucid answers which the intricate nature of his 
subject permits. One aspect of his subject of con- 
siderable general interest is, of course, the question of 
Dominion income-tax relief. This difficult question 
alone really deserves a book to itself and it is to be 
hoped that in due course Mr. Slater will find time to 
expand his excellent chapter into a comprehensive 
work on the subject. The explanations given are 
throughout illustrated by reference to the latest legal 
decisions and the book is provided with tables showing 
the tax payable on specimen incomes of various types. 


WorLD PRODUCTION AND PRICES, 1938-39. Published by 
the LEAGUE OF NATIONS. (Geneva, 1939. London: 
Allen & Unwin. 5s. net.) 

THE current volume of “World Production and 

Prices” shows that world production during the last year 

fell slightly below the record levels attained during 1937. 
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Production of manufactured raw materials fell by 9 per 
cent., that of manufactured products by 7 per cent., and 
that of primary products by 2 per cent. The whole 
volume of world trade fell by 8 per cent. Foodstuff 
production in 1938 increased or remained stationary 
almost everywhere. The European increase was due 
partly to the relatively good crop yields and also to the 
policy of self- sufficiency adopted in a number of 
important countries. It is a pity the volume makes no 
attempt to ascertain the extent to which production 
figures were affected by the increase of armaments. 
Oddly enough, arms production is included under the 
heading of capital goods, even though the definition of 
capital goods—permanent additions to national wealth 
for the purpose of increasing production or otherwise 
contributing towards the increase of welfare—could 
hardly apply to guns or war ’planes. 


BUILDING SOCIETIES YEAR Book, 1939. Edited by 
GreorGE E. FRANEY, O.B.E. (London: Franey & 
Co. Ltd., Graham House, Tudor Street, E.C.4. 
tos. 6d. net. Post free IIs.) 


THE building society movement continues to display 
extraordinary vitality. At first sight it would not be 
surprising if the demand for home-ownership had now 
begun to fall away to some extent merely as a normal 
reaction from the building boom of recent years; and 
one would have thought that the added difficulties due 
to the lack of any adequate Government scheme for 
war-risk insurance would assuredly have damped down 
the activities of the societies last year. In actual fact, as 
the editor of this indispensable work of reference points 
out in his foreword, total advances on mortgage last 
year, though they did not quite equal the record figure 
of 1936, were actually slightly above the 1937 figure at 
just over £137 million. The combined mortgage assets 
of the societies thus increased from £636.4 million to 
£086.8 million while their total assets jumped from 
£710.4 million to £758.9 million—as compared with no 
more than £312.7 million ten years ago and a trifling 
£87.1 million a decade before that. At the same time, 
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undistributed profits and reserves increased last year 
from £38.1 million to £41.6 million. 

Quite apart from the war-risk insurance difficulty, 
last year’s political tension raised an even more serious 
threat to the movement in the possibility of large-scale 
withdrawals of deposits. Indeed, the editor of the 
year-book mentions that during the September crisis 
the Council of the Building Societies Association went 
into almost continuous session. The crisis past, however, 
it was found that investors had shown the most striking 
confidence in the building societies. Any withdrawals 
above normal were generally traceable to the exceptional 
cash requirements for special expenditure on measures 
of personal safety. Actually, deposits received during 
the year increased by 9.3 per cent. to £46.2 million. It 
is interesting to note, however, that despite the continued 
expansion in its figures the capacity of the movement 
to absorb fresh capital is gradually diminishing. There 
is to-day a substantial and inevitable income to be 
anticipated in the form of repayments of principal and 
interest. In the course of the past year it has amounted 
to no less than £1183 million, as against nearly £117 
million in the previous year and £110 million in 1936. 

Although, therefore, a slightly increased demand 
for mortgage money was experienced during the year, 
there was a further narrowing of the gap between the 
amount dispersed through normal business operations 
and that automatically received by way of repayments. 
Three years ago that gap was represented by roughly 
£30 million. At the end of 1938 it had been reduced 
to less than £183 million. The societies obviously have 
approached a stage nearer a complete balance between 
one item and the other. Equilibrium once attained 
would mean that they had virtually become “self- 
supporting.” Enough has been said to show that the 
year-book is no mere compendium of dull facts (though 
it does, of course, give a complete list of societies, a 
Who’s Who of building society personnel, etc., which 
makes it invaluable purely for reference). But in addi- 
tion it provides an intelligent survey of a most important 
section of our financial machinery. A special feature 
this year is an article by A. E. Shrimpton dealing with 
the Prevention of Fraud Act. 
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PUBLICATIONS RECEIVED 


The second volume of the Oxford Economic Papers 
contains some articles of exceptional interest. In view 
of the swift decline in our unemployment, as a direct 
consequence of deficit financing, Mr. G. L. S. Shackle’s 
analysis of “The Multiplier in Closed and Open 
Systems” is highly topical and relevant, as is another 
article “Studies in Mobility of Labour: Analysis for 
Great Britain, Part I,” by H. Makower, J. Marschak and 
H. W. Robinson. Interesting statistical material is 
given in a review of “ British Economic Fluctuations, 
1924-38,” by E. H. Phelps. 


The Society of Incorporated Accountants has just 
published a catalogue in book form of its 7,000-volume 
library at Incorporated Accountants’ Hall. The library 
covers all phases of accountancy and auditing, as well 
as financial, legal and economic subjects. The history 
of book-keeping and mathematics is illustrated by a 
collection of 200 early works. 


—————— 
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UNITED STATES 
Congress in Revolt 


By Our American Correspondent 


HE Roosevelt Administration’s latest attempt to 

buy recovery with huge Government expendi- 

tures has been forestalled by a sensational revolt 

in Congress. Having first whittled the programme down 
from its original total of $3,860 million to far less than 
that figure, Congress ended by scrapping the entire 
New Deal Spend-Lend plan which had been announced 
in July. This action of the Seventy-sixth Congress was 
the climax to a session which has been marked by a 
growing estrangement between the legislative and execu- 
tive branches of the Government. Congress had earlier 
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enacted in the face of opposition from President 
Roosevelt, tax revision measures demanded by business 
and had proved extremely balky in its reception of 
Presidential appointments and in acceding to requests 
for deficiency appropriations. Indeed, im the last few 
weeks before its adjournment early in August, it flatly 
repudiated the White House leadership, rejected the 
President's demands for a revision of the Neutrality 
Act, mutilated and then destroyed the pump-priming 
programme and refused to consider an $800 million 
housing Bill which was part of the recovery plan. Such 
revolts against the executive have in the past presaged 
a swing in public sentiment against the party in power. 
Obviously, the great question raised by this remarkable 
opposition to Mr. Roosevelt's plans—from a Congress 
dominated by his own party—is this: Does it mean that 
the New Deal is on the way out? Many shrewd political 
observers believe it does. Mr. Roosevelt, on the 
contrary, thinks it means that Congress has mistaken 
the temper of the people and will return next January 
in a chastened mood. 

The Congress that has just ended is chiefly remark- 
able for what it has not done. It is the first Congress 
since the New Deal began in 1933 that has adjourned 
without enacting a single reform measure or a single 
pump-priming programme. The rejection of the new 
Spend-Lend scheme was particularly interesting. This 
plan was originally announced as a programme for 
financing self-liquidating projects through Federal 
lending agencies. From the start it was denounced 
by opponents of the New Deal as merely a sub- 
terfuge to permit Government spending to continue 
without the effects showing up either in the direct 
budget or in the direct Government debt. The 
claim that the project would possess “ self-liquidating ” 
qualities was abandoned almost at once by the 
Administration itself. The whole scheme, in fact, 
certainly appeared to be simply the same old pump- 
priming nostrum decked out in a rather transparent 
disguise. This crude deception rubbed Congress the 
wrong way. But in any case, great numbers of the 
people are now thoroughly disillusioned with Govern- 
ment spending as a cure for current economic ills. 
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Excess RESERVES—NEW RECORD 
The modest expansion of commercial loans which 
began in June has continued. Commercial banks have 
also added substantially to their holdings of Govern- 
ment and other securities, with the result that the total 
of outstanding bank credit has still further expanded. 
The following table shows the position of the 
reporting member banks of the Federal Reserve 
System in ror leading cities of the country as of 
August 2 compared with one month and one year 
before : 
(In millions of dollars) 
Increase or decrease 
since 

Aug. 2, June 28, Aug. 3, 

1939 1939 193 
Demand deposits adjusted .. a 7 +242 +2,511 


Deposits of foreign banks ate oh ; o 2: + 314 
Total loans and investments .. +293 +1,684 
Commercial, industrial and agricultural 
loans .. ne me ae ti 38 + £5 

Brokers’ loans .. i ei i 55 

U.S. Governments, direct and indirect 75 +185 +1 683 
Other securities bs - ‘a 353 + 3I + 228 
Reserves Sa vr ss i 3,68 +-205 +2,114 

Excess reserves of the member banks of the Reserve 
System have continued to advance to record high 
levels—around $4,500 million in the latter part of 
July—in spite of increases in the amount of required 
reserves resulting from expanding commercial deposits 
and in spite of a continued reduction in the Government 
security portfolio of the Reserve Banks. Part of 
the recent gains in bank reserves and in deposits has 
been due to the continued influx of gold—monetary 
gold stocks of the United States rose $130 million in 
July to $16,240 million. A large portion of the 
additional reserves has however resulted from the 
disbursement by the Treasury of balances previously 
accumulated and from funds derived from the use of 
hitherto inactive gold. 

Since February 15 the Treasury’s cash and deposits 
with the Reserve Banks have been drawn down from 
$4,021 million to $3,248 million on July 26, although 
In the same period the Treasury replenished its 
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balances to some extent by drawing on its free gold 
stocks, which were reduced from around $700 million 
to less than $500 million. 


GOLD INFLUX CONTINUES 


Apart from gold entering into the monetary stocks 
of this country, shipments of the metal continue to 
reach the United States in large volume for purposes 
of safe custody. The amount of gold under earmark 
for foreign account at the Federal Reserve Banks 
increased $170 million in July, following a gain of 
$105 million in June. At the end of the month the total 
of gold held in the United States for foreign central 
banks and governments was thus $1,300 million. It 
is understood that about $500 million of earmarked 
gold is held in Canada. Whether or no the current fears 
in the market place of impending European war are 
justified, the judgment of foreign central banks is 
obviously to place substantial amounts of their gold 
reserves in a place where they will be out of the way 
of invading armies and handy for the purchase of 
munitions. Adding the amount of gold earmarked here 
and in Canada to the gold stocks of the two countries 
it appears that no less than $18,200 million of gold, or 
all but about $7,000 million of the world’s acknowledged 
total, is now lodged in the Continent of North America. 

The general level of trade and industry seems to 
have been well maintained through the midsummer 
period. Steel operations have advanced to above 
60 per cent. of capacity. On the other hand agricultural 
prices have continued to fall, especially grain prices. 
It had appeared for some time that stock prices were 
lagging behind the improvement in business and around 
the middle of July Wall Street overcame its preoccu- 
pation with the fear of war in Europe and spurted 
upward. The movement advanced far enough to 
persuade followers of the Dow theory and other 
stock market “technicians” that a definite “ bull 
signal” had been given; then the sidewise trend was 
resumed. Nevertheless, sentiment in business and 
speculative circles has undoubtedly shown great 
improvement. 
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French Banking 


By Michel Mitzakis 


AST month’s outstanding event in France was the 
L publication of a third batch of eighty Decree 
Laws. Among these decrees, that concerning the 
Wheat Office and another on the limitation of profits on 
undertakings working for national defence are from the 
financial point of view the most significant. In con- 
nection with these decrees the Minister of Finance, 
M. Paul Reynaud, delivered a broadcast address on 
July 30 in which he gave an account of the Government's 
achievements in various economic and financial spheres. 
He pointed out that in June, 1939, French exports 
exceeded those of June, 1938, by 25 per cent. in volume 
and by 40 per cent. in value. The index of industrial 
production was 83 in October, 1938, showing a decline 
of 17 per cent. compared with the basic year of 1928. 
In April, 1939, this index exceeded 95, in May it reached 
98 and in June it rose to 100. In July 35 per cent. of 
wage-earners were working overtime, against 16 per cent. 
in November and 3 per cent. twelve months ago. The 
Treasury’s gold reserve has increased and is now second 
only to that of the United States, in spite of the purchases 
of raw materials and aeroplanes for national defence. 

M. Reynaud also announced that the Exchange 
Stabilization Fund would transfer 5 milliard francs of 
gold to the Bank of France. This is the second transfer 
of this kind, the first transfer of 5 milliard francs having 
been carried out in April. The transfer of gold increases 
the gold holdings of the Bank of France to 97 milliard 
francs. Its counterpart increases the sight liabilities of 
the Bank of France, since it was added to the bills held 
by the Stabilization Fund. The reserve ratio increased 
from 63.73 at the end of July to 64.98 on August 3 after 
the transfer of the gold had been carried out. The easy 
money conditions prevailing in France are also indicated 
by the decline of rediscounts to about 4 milliard francs, 
allowing for the deduction of agricultural warrants 
issued in connection with the Wheat Office bills. 


In connection with an advance granted to the Bank 
of Spain in 1931 the Bank of France held on Spanish 
pd 
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account gold to the amount of about 14 milliard francs 
as the balance of the transaction after the reduction of 
the advance. Ever since 1936 this gold has been 
claimed both by the Bank of Spain of Burgos and the 
Bank of Spain of Barcelona. In accordance with the 
Berard-Jordana agreement, the French Government 
undertook to return this gold and its transfer was carried 
out at the end of July. 
RETURNS OF THE BANK OF FRANCE 
End of Endof August 
May June 13th 


(In millions of francs) 


ASSETS 
Gold - , o os 92,206 92,266 97,266 


Foreign Exchange reserves we a2 739 706 705 
Commercial bills .. é es ‘ia 6,094 7,302 6,441 
Advances on sec urities .. ad iv 3,511 3,479 3,502 
Thirty days’ advances .. si 357 541 618 
Loans to the State without interest bs 10,000 10,000 10,000 
Provisional advances to the State without 

interest .. a ¥s es as 20,576 


LIABILITIES 
Notes in circulation 
Current and deposit accounts 
Including :— 

Treasury Account ni ae es 2,103 3,095 

Sinking Fund en ace 2,085 2,092 

Private accounts ba si ‘3 16,404 16,720 
Total sight liabilities <a wi a 143,609 144, 707 149,672 
Proportion of gold reserve to sight 

liabilities. . ma eid ed .. 64°25% 63-76% 64°99% 

Money rates in Paris remained almost unchanged 

during the period under review. Day-to-day money is 
quoted at 1} per cent., foreign bills at 1 15/16 per cent. 
to 2 per cent., rates on Bons de la Défense Nationale at 
r 15/16 per cent. for one month and 2} per cent. for 
three months. Money on the Bourse was so easy on 
the day of the August 16 settlement that it was easily 
available on the Parquet at } per cent., while on the 
coulisse 43 per cent. was paid. The rate of interest on 
Bons de la Défense Nationale for three years was 
reduced at the end of July from 4 to 33 per cent. and 
is now on the same level as the two-year rearmament 


bonds. 


I22,900 122,010 
20,709 22,090 








——— 
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The monthly return of the four leading French banks 
as at the beginning of July showed an exceptionally high 
ratio of liquidity. Cash reserves amounted to 14 per 
cent. instead of the usual 10 to 11 per cent. This was 
due to the payments received on the 5 per cent. loan 
of 1939 which had to be paid over to the Treasury only 
on June 13. The return for the beginning of July is 
expected, therefore, to show a decline of the cash ratio, 
but at the same time it is expected to show an increase 
of deposits and current account balances as a result of 
repatriation and of the increased confidence in the banks, 
whose prudent policy and liquidity are now earning their 
reward. The expansion in advances and discounts will 
contribute towards economic recovery. 

Budgetary receipts during the first six months of 1939 
show an excess of 5,151 million francs compared with 
the corresponding period of 1938. This increase is due 
in part to the higher taxation from the various batches 
of decrees and in part to the rise in prices. Nevertheless, 
the recovery of trade which became particularly evident 
since 1939 also played an important part. It is beyond 
doubt that apart from the Paris Bourse, which has 
adopted a cautious, reserved attitude and whose turn- 
over is very low, the economic and financial situation in 
France shows a systematic progress as a result of the 
restoration of Government authority and thanks to the 
patriotism of the French nation. 


SWEDEN 
Capital Investment in Swedish 
Industry 
By Our Correspondent 
PO ee Soe oe a slight recession last 


year, Swedish business has in general been very 

active in the last few years. The general index 
of Swedish business activity (1935—100) rose in 1936 
to 109 and in 1937 to 121, after which the index receded 
to 116 for 1938. Swedish industrial enterprises have thus 
been able to undertake large capital investments during 
recent years. According to figures prepared by the 
Royal Board of Trade, capital investments in Swedish 
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industry totalled in 1937 kr. 309 million, of which 
kr. 251 million represented direct industrial investments 
and kr. 58 million investments in power plants. Of the 
direct industrial investments, machinery accounted for 
kr. 148 million, while kr. 103 million were spent on 
buildings and other construction works. As between 
industries, the largest investors were the mining and 
metal industries, whose capital investments in 1937 
aggregated kr. 107 million, of which kr. 60 million were 
in machinery. In 1938 and 1939 also this group has 
continued to make large capital investments, the 
figures for 1938 being 9 per cent. higher, and those for 
1939 18 per cent. higher, than in 1937. Capital 
investments in the pulp and paper industry amounted in 
1937 to kr. 49 million. In 1938 they rose by 1 per cent., 
but in 1939 have declined to 82 per cent. of the 1937 
level following the severe depression in the pulp market 
last year. For most industries investments for all kinds 
of buildings and constructional works have shown an 
upward trend, whereas investments in machinery have 
gradually declined during the last three years. 

The state of the British capital market is closely 
followed by Swedish authorities and the recent article 
in The Economist pointing to the danger of inflation 
in Great Britain attracted considerable comment in 
Swedish economic publications. , As yet prices in 
Sweden have remained fairly stable. It was only in 
July that the wholesale-price index of Professor 
Silverstolpe jumped by 3 points to 127, as against 
122 at the beginning of the present year. The cost-of- 
living index also rose in June by 0.6 to 107.1. Should 
the cost of living be raised sharply under the influence 
of a British inflation, the Swedish Riksbank would 
certainly not hesitate to lower the present sterling rate 
in co-operation with the Bank of Finland and the Bank 
of Norway. 

The Swedish money market once again turned 
extremely easy in July, the aggregate cash holdings of 
the banks increasing by kr. 141 million to kr. 687 million. 
Deposits rose in July by kr. 131 million to kr. 4,612 
million, long-term deposits alone accounting for an 
increase of kr. 103 million. This latter was to a certain 
extent of a seasonal nature, since in July half-yearly 
interest on long-term deposits is credited. Advances 
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declined slightly by kr. 16 million to kr. 4,519 million, 
in spite of a marked rise in mortgage loans to the new 
high record of kr. 2,209 million. This increase was 
outweighed by a reduction of other credits, the bill 
portfolio, for example, falling by kr. 13 million to 
kr. 1,197 million. 

In July there was again a slight influx of foreign 
capital, possibly in connection with inflation fears in 
England and the possibility of a lowering of the 
sterling rate in Stockholm. The aggregate net foreign 
liability of Swedish banks declined during the month 
by kr. 4 million to kr. 110 million, which after deducting 
holdings of foreign bonds leaves a net liability of kr. 17 
million. At the same time the Bank of Sweden has 
reduced its foreign bill portfolio by kr. 29 million to 
kr. 21 million, while its balance with foreign banks has 
risen by around kr. to million to kr. 496 million. The 
Bank has converted part of its assets into gold, the gold 
reserve at the close of July standing at kr. 768 million, 
compared with kr. 762 million a month earlier. 


EvuROPEAN BANKS IN NEW YORK 


The decision by the Swiss Bank Corporation to 
open up a branch in New York was followed by 
the establishment of the Swiss-American Corpora- 
tion in New York as an affiliate of the Crédit Suisse. To 
some extent the Swiss-American Corporation has taken 
over the goodwill of the Swiss bank Speyer and Co. 
which was liquidated on June 30, 1939. The President 
of the new bank is Mr. George N. Lindsay, who was 
formerly a partner in Speyer and Co., and many of the 
executive posts in the new bank were filled by former 
officials of that banking house. The Swiss-American 
Corporation also took over the building of Speyer and 
Co. It is believed that other Swiss banks also intend to 
establish themselves in New York. Their object is to 
retain foreign and Swiss clients in spite of the transfer 
of many accounts to New York. Those transfers 
assumed very considerable dimensions during the last 
few months, and since the Swiss banks depend largely 
on foreign clients they could ill afford to relinquish the 
business. 


Several Dutch banks have also followed or are 
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following the example of the Swiss banks, again with the 
object of maintaining contact with those clients who at 
present prefer dollar deposits, or prefer to keep their 
securities in safe custody in New York. The question 
was raised whether it would be wise for London banks to 
follow their example. Most London bankers answered 
in the negative on the ground that by establishing 
branches in New York they would antagonize a large 
number of American banks and would lose much profit- 
able business. While Dutch and Swiss banks are com- 
paratively little influenced by this consideration, in the 
case of British banks it is more than sufficient to out- 
weigh arguments in favour of establishing branches in 
New York, at any rate as far as joint-stock banks are 
concerned. Since one of the joint-stock banks makes 
it a rule not to establish branches abroad, the others fear 
that should they open branches or affiliates in New York 
many of their American accounts would be transferred 
to the joint-stock bank in question. 


GERMANY’S EASTWARD THRUST 


German banking has materially strengthened its 
position in South-Eastern Europe as a result of the 
annexation of Austria and Czecho-Slovakia. In accor- 
dance with the German policy of Drang nach Osten the 
German banks have further strengthened their position 
by increasing their participation in foreign banks. The 
latest move in this direction is the acquisition of control 
over the Jugoslavian Union Bank by the Creditanstalt. 
Until recently the Vienna Bank shared the control of the 
Jugoslavian Bank with the Société Générale de Belgique, 
while the Banque Commerciale de Bale and the 
Bohemian Union Bank had each smaller participations. 
The Creditanstalt succeeded recently in buying several 
small blocks of Jugoslavian Union Bank shares, so that 
its participation now exceeds 50 per cent. The 
Bohemian Union Bank still holds 6 per cent. of the 
shares, but since the Deutsche Bank acquired control 
over the Bohemian Union Bank even this holding is 
under German control. The total participation of the 
Société Générale de Belgique and of the Banque Com- 
merciale de Bale is now about 43 per cent. As the Jugo- 
slavian Union Bank is one of the leading banks of 
Jugoslavia the acquisition of German control will 
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undoubtedly materially assist in German economic and 
political penetration in that country. 

In this latter respect it is interesting to note that one 
of the Hungarian Nazi leaders admitted in Parliament 
that he “ borrowed” from one of the German-controlled 
Budapest banks the funds necessary for the election 
expenses of Hungarian Nazis. 


PoLIsH CREDIT NEGOTIATIONS 


While the negotiations between the Polish and British 
Governments resulted in the conclusion of a credit of 
£8 million for arms purchases in Great Britain, the 
attempt to conclude a cash loan of £5 million failed to 
materialize. The breakdown of the negotiations was 
due to the unwillingness of the British authorities to 
conclude the loan on terms which would result in a 
pressure on sterling or a loss of gold. The British negotia- 
tors were at first unwilling to authorize the Polish 
Government to spend the proceeds of the cash loan on 
foreign raw materials and war materials, but sub- 
sequently they agreed to do so on the condition that a 
corresponding amount of the Bank of Poland’s gold 
reserve should also be spent simultaneously upon such 
external purchases. The Polish negotiators found this 
unacceptable because they were afraid that a decline in 
the gold reserve of the Bank of Poland in existing con- 
ditions might lead to a flight from the zloty. Thereupon 
it was suggested that the Bank of Poland should revise 
its Statutes so as to be able to include the sterling 
proceeds of the loan in its metallic reserve. This again 
the Polish negotiators were unwilling to do for fear that 
tampering with the Central Bank’s Statutes at the present 
stage might inspire distrust. Negotiations for a cash loan 
of £33 million from France also broke down. On 
the other hand France granted Poland an arms credit 
of £23 million. 
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Some New Australian Bank 
Buildings 
By Professor C. H. Reilly 


NCE a year it is my duty to review the new 
Australian banks. One is naturally anxious to 
be fair to colleagues one has never seen and who 

are possibly working under conditions and certainly ina 
climate one has never experienced. In that huge con- 
tinent, in spite of its thinly spread population, or 
perhaps, indeed, because of it, there seem to be more 
great banks, each with its long chain of branches 
stretching across the land, just as there are more news- 
papers to the population than anywhere else in the 
world. That would not matter if there were any con- 
sistency in their architecture or if that architecture 
varied appreciably with the climate or some material 
factor one could follow. While, roughly, one may say 
that American architecture of the first two decades of 
this century, that is, American architecture before it felt 
the impact of the new ideas germinating in post-war 
Europe, has been the chief influence in the larger cities, 
in the more distant places where the pressure to build 
tall blocks does not exist such ideas or the new ones from 
Europe in an undigested state have been destructive 
of traditional forms without providing any unifying 
medium to take their place. Where, for instance, the 
older banks in the hotter places used to be built in a 
South Italian manner with arcades to keep out the sun 
and broadly projecting cornices to shield the facades and 
the windows, we find to-day all such features shunned 
as out of date in spite of their usefulness, that is, in spite 
of the very functionalism for which the new creed calls. 
I take it that the above has come about through 
photographs in the architectural papers. Buildings suit- 
able to a latitude of 60°, that, say, of North Germany or 
Sweden, appear to have formed the basis of design for 
buildings to be erected in a latitude of 30°, that is, in a 
latitude nearer the equator than any part of Europe. 
Further, the new functional manners of Europe, from 
the very freedom they give the designer, make successful 
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Architect [Messrs. W. R. Butler ¢ 


BRANCH OF THE UNION BANK OF AUSTRALIA AT COLLINS STREET 
EAST, MELBOURNE 
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designing more difficult, not easier. For success they 
imply more thought, more deeply-felt proportions, not 
less. Remove the leading strings of the traditional styles 
and the average architect in any country is at sea unless 
modern functional designing, or, as I should prefer to 
call it, modern rational designing, is something he has 
deeply studied and felt. At its best it is the very reverse 
of licence. It is, indeed, the most puritanical style in 
the world. At its worst it produces a building with no 
unity at all and even little meaning. I am afraid a 
number of the photographs before me show buildings of 
this kind. I shall not choose them for reproduction, but 
readers, if they see some queer things in this article, 
should know that there are still queerer ones being built 
to-day in the great continent which we all respect and 
admire in our hearts for its sterling qualities, even if we 
have now and then to smile at its eccentricities. 

We will begin with the new, tall building for the Union 
Bank of Australia in Collins Street East, Melbourne, by 
Messrs. W. R. Butler and Pettitt, architects of that town. 
This is an American type of structure in which the 
vertical lines formed by connecting the windows one 
above the other are used to emphasize the verticality of 
the eight-storey block. Like the more recent American 
skyscrapers, it does not attempt any likeness to an 
ordinary traditional building, as did the older ones, by 
stretching out traditional features; nor by the addition 
of a rich base and a rich top made up of such features 
does it attempt any correspondence to a column. It 
relies for its effect on a straightforward expression of its 
tall, rectangular mass. No doubt a building of this 
simplicity looks a little strange and crude at first among 
its more highly dressed neighbours. In years to come, 
however, it is they which will seem over-dressed, not 
this new bank under-dressed. 

Having reached this simplicity and freedom from 
traditional trappings, the next step will be for the 
Australian architects to find a way, as have their North 
European colleagues, to express externally the real steel 
construction by which the building stands up. It may 
be said that the vertical emphasis of the brick piers does 
this, but it does it only very slightly and takes no notice 
of the girders, that is, of the horizontal members. No 
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doubt each brick pier does enclose a steel stanchion, but 
the width of the piers, and particularly the width of the 
corner pier on the return flank, is clearly meant to 
suggest that they are taking the floor loads, not the thin 
steel within them, which is not only carrying the floors 
but the brickwork, too. In a really truthful building 
the corner piers would be smaller, not bigger, in size than 
the intermediate ones, for the steel doing the work is less. 
The fact is that with steel or ferro-concrete construction 
one should get away from all the implied massiveness 
and monumental character which have come down to 
us from the stone and brick eras which preceded the 
present steel one. We shall all have to get accustomed, 
as we are beginning to do in Europe, to the new 
proportions and to the lighter weights such steel 
construction implies. Mr. Geoffrey Jellicoe, Director of 
the great Architectural Association School of Architec- 
ture in London and the first architect whom the present 
King has employed, said at an R.I.B.A. Conference a 
year ago that a modern building should appear to alight 
on the ground like a bird rather than to grow out of it 
like a rock, or words to that effect. It must be confessed, 
however, that that is a conception as yet a long way 
ahead of most of us. 

The architects of this new Union Bank clearly wish 
to convey a very different conception. They wish, and 
no doubt their clients do, too, that their building, in spite 
of the comparatively flimsy steel which holds it up, 
should appear as massive and as solid as possible. Hence 
the width of the brick piers in comparison with the 
width of the windows, and hence the weight of plain 
brickwork above the topmost tier. The wall is still the 
important thing, and the windows merely holes in it, 
turned into long slits by the dark metal in-filling above 
and below them. If one could once get away from the 
knowledge that it is not this brickwork which holds up 
the building one would get more satisfaction out of its 
long, clean lines. One would still regret a little that the 

plain mass of brickwork at the top of the building has 
had to be broken along the return flank for a series of 
windows, but one’s chief regret for many years to come 
would be that such a building was there at all in such 
a place. It should be in a new section of the town 
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devoted to such buildings. In any older part, such as 
where it appears to be, no one could call it a good 
neighbour. Indeed, its very uprightness is against such 
equality. 
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(Messrs. W. R. Butler & Pettitt 


Architects 
DI PATI OF BRICKWORK, LOOKING UP, BRANCH OF THE UNION 
BANK OF AUSTRALIA, COLLINS STREET EAST, MELBOURNE 

The purpose of the building is a bank and _ pro- 
fessional chambers, and these two occupations are 
indicated by the changes in the brickwork, from dark 
tapestry bricks to light, pink-coloured ones. The whole 





NEW AUSTRALIAN BANKS 305 


of the ground floor, however, is not given up to the bank, 
as will be seen from the plan. Indeed, the centre 
entrance on the main front is to the chambers, with the 
bank entrance on one side of it and that of a shop on 
the other. The banking premises are really at the back 
and are laid out with a workmanlike arrangement for 
asmall bank. There is no attempt, as there would have 
been in America, to make an impressive, symmetrical 
banking hall. On the other hand, one cannot but feel 


Messrs. W. R. Butler & Pettitt 


BRANCH OF THE UNION BANK OF AUSTRALIA AT COLLINS STREET 
EAST, MELBOURNE ENTRANCE TO BANKING CHAMBERS 
SHOWING PAVEMENT 


that the curved counter on one side and the low screen 
to the manager’s room in a corner on the other fit a little 
oddly into the large rectangular apartment, whose 
rectangularity is emphasized by a symmetrical ceiling 
rising by gradual, balancing steps to a central ridge and 
with a large central window facing one on entering and 
taking up most of the end wall. The finish of this 
interior and particularly of the bank fittings has been 
carefully thought out, witness the screens to separate the 
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writing spaces on the window backs and the level, 
continuous grille to the counter. 


Architects] [Messrs. A. & K. Henderson & Pariners 
THE SWANSTON STREET BRANCH, MELBOURNE, OF THE BANK 
OF AUSTRALASIA 

In the entrance hall there is a polished marble lining 
three-quarters of the way up the walls, and then plain 
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brickwork and then a carefully and delicately modelled 
plaster ceiling. One feels it is a pity that the marble was 
not carried right up to the ceiling and that the inter- 
position of a rough material like brickwork between two 
highly finished materials like smooth plaster and 
polished marble is a mistake. The repeating octagonal 
pattern, too, in some dark material in the terrazzo floor, 
with the letters U.B.A. awkwardly squeezed into the 
centre of it, is thin and tiresome for so important a 
position. Indeed, it is difficult to understand how the 
architects, after the simple chequered floor of their 
banking hall, were satisfied with this floor at all. 

Of the three branches of the Bank of Australasia 
submitted—that is, those of Swanston Street, Melbourne; 
Middle Brighton, and Howlong, New South Wales—the 
first is by far the most serious, though it seems to belong 
to the nineteenth century rather than to this. _ It is, I see, 
an old building remodelled by Messrs. A. & K. 
Henderson and Partners, of Melbourne. I suppose this 
means that they have cut away some ground-floor piers 
and shops and added the new bank front. As far as one 

can see from the photograph, this has been done very 
nicely and neatly in harmony with the upper part of the 
building, which, though from its greater height it has a 
rather cut-off appearance on either side, is a very good 
one and looks even more so in comparison with the 
strange things on either side of it. Perhaps one may 
give credit to Messrs. A. & K. Henderson and Partners 
for new trimming as well to all the upper windows in 
good classical Regency detail. I hope so, for this is one 
of the best buildings in my pile. 

Of the Commercial Banking Company of Sydney's 
branches, those at Naracoorte, Mildura and Warwick, I 
select the Naracoorte one by Messrs. Garlick and 
Jackman, of Sydney, not because it is the best, but 
because it illustrates my point of how a building may 
lack unity once it departs from traditional lines, ‘unless 
the architects reimpose it themselves. The architects, 
Messrs. Bates, Smart & McCutcheon, of the Mildura 
bank have done this, but in the process have made a 
very dull building. No one could call the Naracoorte 
branch that. They might call it other things and the 
worst would be  shapeless.’ ’ It certainly is a little 
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shapeless, with its two balancing fronts and then its 
further little wing sloping off at one side. The worst 
features, though, in my opinion, are the thin entablatures 
with the name of the bank on them over the range of 
four broad, fluted pilasters on either flank. With their 
narrow mouldings for architrave and cornice they 

















{rchitects [ Messrs. Conrad & Gargett 


BRANCH OF THE QUEENSLAND NATIONAL BANK AT CAIRNS 
QUEENSLAND 


contradict entirely the breadth of the pilasters below 
them. They are a case of departure from precedent 
which almost amounts to bad grammar and explains 
very clearly what I mean by the damage the new 
movement for greater freedom is doing to some people. 
Again, the long Gothic-like mullions of the canted centre 
elevation are completely out of character with the broad 
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pilasters on either side. How can the same architect 
approve of both in the same building? 

Of the two Queensland National Bank branches I 
select that at Cairns. The Kingaroy one, built, 
apparently, of the ungainly German toy bricks of my 
youth, cannot be treated seriously. The Cairns building, 
by Messrs. Conrad & Gargett, of Brisbane, is, however, 
an elegant white building consisting of the bank, with 
two return elevations and a canted entrance one between 
them, and a block of bank chambers at one side of the 
same height, but with a chemist’s shop inserted on the 
ground floor. This whole block is a building with what 
one may perhaps call reduced classical detail like the 
Naracoorte bank, but with detail reduced consistently. 
Above all, too, the building has unity. It has also 
delicacy and a certain elegance, indeed it is by far the 
best of the smaller branches I have before me. The 
climate of Cairns is clearly a very hot one and the sun 
casts fine shadows. The chemist’s shop appears to need 
a widely projecting permanent awning. Yet the 
windows to the rest of the building have to be content 
with vertical Venetian blinds. There is no attempt to 
give shade by the building itself, except at the entrance, 
with its rounded hood. This absence of projection no 
doubt makes for a clean, efficient, modern-looking 
building, though it is a great pity the chemist did not 
agree. But it must make a building very difficult to 
look at in the bright sunlight. The Greeks, it will be 
remembered, placed the low-relief Parthenon frieze on 
the back wall of a loggia behind columns where it would 
only get reflected light from the ground. One result of 
exposing everything to such a strong sunlight is that the 
name of the bank, well placed in good bronze letters 
upon the crowning stretch of plain wall—the attic storey 
above the main cornice, to use the old-fashioned classical 
terms—stands out so strongly that it almost kills the 
modelling of the architecture. Indeed, one feels that 
this is a building which would be seen better on a cloudy 
day, if Cairns ever has such a thing. 

The Bank of Adelaide presents two branches, both 
by Messrs. E. H. McMichael & Harris, of Adelaide, one 
an over-elaborate one at Unley, South Australia, and one 
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a heavily monumental, over-simplified one at Saddle- 
worth. I choose the latter for illustration, though its 
heavy stone-work is put up apparently in front of a 


Vessrs. E. H. McMichael Harris 


BANK OF ADELAIDE AT SADDLEWORTH, SOUTH 
AUSTRALIA 


small suburban brick villa, the brick edges of which are 
allowed to peep, at is were, round the corners. 





